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The econcnay of Nicaragua started to improve during December, 1959 and most, 
Nicaraguans approached 1960 with the feeling that conditions would get better 
Blowly but definitely, Baploymmt picked up and the cost of living was dom 
slightly. ‘The present coffee and cotton crops will not bring as much income 
into the country as during the previous season but the crop diversification pro- 
gram io working and food crops will be available for export inatead of having to 
import them, At the same time ranching is again becoming a principal natioal 
industry and meat exparts are increasing, but the distributio of the increasing 
sugar production remains a perplexing problem. 


The development of natural resources does not seem to be able to get off 
dead center, except in the case of shrimp fishing which is being pursued ener-~ 
getically by a French company off the Caribbean coast. Mining is going along at 
the same pace but practically nothing 1s being dme about petroleum or forestry, 
Work is proceeding satisfactorily on the Inter-American Highway and the Rema Road 
but no new major road building project is contemplated at present although there 
has been some agitation for a road fran Chinandega to Choluteca in Honduras, The 
recently completed highway to Corinto is changing the entire freight situation 
in the country's Pacific ports by emphasizing the convenience of the Corinto 
port over the other ports, ) 


Several groups from abroad showed interest in establishing light industries » 
in the country and home building has had an unusual spurt brought on by the 
model "do-it-yourself" housing project in Managua sponsored by the Governments of 
Nicaragua and the United States, and the new mortgage plan of the national housing 
organisation, 


Money in oirculation io up from the previous quarter, the first time in 
twelve months, but commercial loans were down and government revenue 1s running 
below the estimated income. To offset this, the gold and foreign exchenge hold- 
ings were up from ome year previously without resorting to a etend-by loan from 
the International Monetary Fumd as was dame in the two previous years, In 
domestic trade the fourth quarter was the first quarter since the beginning of 
1959 that business was better than during the previous quarter and the year ended 
with a foreign trade surplus, but the comtry's total foreign trade was lees than 
during the previous year, 


Martial lew that had been decreed at the ond of May was lifted and the civil 
liberties that had been suspended at the time are now back in force, 





The crop diversification program in the Hanagua-Tipitapa-Granada triangle is 
moving ahead and omsiderable foodstuffs should be available for export this 
season in contrast with the last several seasme, The rice surplus may be 
exported to Hl Salvador, A major part of the program is the digying of wells and 
the installation of water pumps, At the same time INFONAC (Instituto de Fomento 
Nacional) is going ahead with ite irrigation plans for the Rivas area. 
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Coffee production during the 1959-60 season seems slightly more than the 
preceding season while cotta is about 15 percent less, Bven with the high 
exports during 1959 there was a burdensome surplus of sugar at the end of the 
yoar but to offset this mat exports are increasing steadily and ranching is 
again becoming a principal national industry, 


Coffee shipments from the present season started in December and estimates call 
| for production of 280,000 bags (150 pounds each), which is slightly more 
than last season's producti of 273,000 bags, Under the coffee quota agreemmt 

signed in Washington on September 24, 1959, Nicaragua has an export quota of 
302,192 bags so there seems to be no problem this seasm of holding back coffee, 
Until the end of March 161,632 bage may be exported, according to the quota 
agreement, from April 1 to due 30 an additional 75,680 bags may be exported, 
and from July 1 to September 30 an additional 41,860 bage may be exported, 


The INFONAC National Development. Institute continues its technical and 
financial assistance to increase coffee producti per tree and some coffee 
growers, when commenting on their plantations, say that the coffee crops in 
Nicaragua will increase gradually during the next ten years, No predictions were 
made beyond ten years. During December Matagalpa area coffe averaged 40,5 cents 
a pound fob, while Managua~Caraso area coffee averaged 37,25 cents a pound fob, 
against an average of 39,02 cents a pound for all types of coffee during the 
1958-59 seas, 


Cotton is slow being harvested this season and practically name had been exparted 

— by the end of 1959. Many future sales are reported and at least 100,000 
bales (500 pounds each) are expected to go to Japan, repeating last seasom's 
performance of 101,16), bales valued at $11,035,227. Preset production estimates 
call for 170,000 bales, which is less than the 160,000 estimated at the end of 
the previous quarter, chiefly because of the inroads made by insects during 
December in the Leda area, Present ostimates show 85,000 bales from the Chinan- 
dega area, 62,500 bales fram the Left area, and 22,500 bales from the remaining 
cotton areas of the country, Plantings reginsterod with the Department of Agri- 
oulture show 38,000 manzanas in the Chinandega area, /,0,000 manzanas in the Lefn 
area, and 16,000 mansanas in the remaining cotton area, 


Due to the cmcentration of cotton planting around Chinandega and Leén and 
the abandonmamt of considerate cottan acreage in the Managua-Granada area, 
much of the gin capacity in the latter area will not be used this seacon and the 
gine either will be abandoned or will be moved to the Chinandoga-Lefm arson, Six 
new gine have been installed in the latter area during the last 12 mmths, 


Sugar exports during the first ten months of 1959, according to preliminary 
figures from the Colleotor of Customs, were 22,702 tons, which io 5,88, tose 
more than the producers! ostimate for the ontire year, but the stocks in the 
country at the end of the year were about 12,000 tare. These stocks combined 
with an expected production of 61,000 tons tn 1960 far exceed the estimated 
domestic demand of 37,000 tone md estimated exporta of 16,000 tons, Slightly | 
more than one-half of the 1959 exports went to Japan and the remainder went to 
| tha United States, 


UNCLASSIFIED 


r 
in Se ee ee eee ee = 


— = 


Page 4 of 
_JINGLASSIFIED Baths NO mee a 

(Classification) Desp. No.#20_ 

Ft a 


ty 


Si ire rere eS ee ee 








Cattle Although cattle continue to be shipped abroad, large numbers have been 

— sold to the Managua abattoir and meat exports during the fourth quarter 
of 1959 were unusually high. During the first ten months of 1959, 35,078 head 
of cattle valued at $2.6 milJion were exported; 24,155 head going to Costa Rica, 
7,757 head to Peru, 1,798 head to El Salvador and the remainder to the Dutch 
Antilles, 


Nicaragua is looking forward to becoming again a livestock center and to 
expanding ite exports of meat, It always has been able to supply its own demand 
for beef but it has imported some processed meat, According to the 1952 census 
there were then 1,182,000 head of cattle in the country, The present estimate 
is 1,400,000, At the same time there are 335,000 hogs and 15,000 sheep, The 
number of goats is not known, ) 


Food The crop diversification program instituted by the Nicaraguan Government 
Crop ps last July is working sufficiently well to limit the import of basic food- 
| stuffe and to permit some for export, especially to El Salvadéer, The 
emphasis of the program, however, 18 on corn, rice and beans and little is being 
dane 80 fay to increase or improve fruit and vegetable production. Even though 
the output of com, rice and beans shows o rising trend, it should expand more 
rapidly than it 1s in order to meot the future demand fraa the rapidly increasing 


Natural Resources 





The only new activity in natura) resources development was toward the end 
of the year when an Awerican citizen announced that he had filed an application 
for petroleum exploration concessions along the Caribbean coast of Nicaragua 
north of the San Juan river, A proposed fisheries law is being studied in the 
Ministry of Econany but there is little likelihood that it will be presented to 
Congress during the presmt session, There has been no recent talk on forestry 
matters and no new interest in mining. 


Petroleum Although the Ministry of Economy announced during the third quarter 
that it had approved tentatively an application from sso Standard O11 
Company to build a refinery in the cowmtry, nothing oocerning the construction 
developed during the fourth quarter, In the meantime the Occidental Petroleum 
Company failed to accept the concession rights to 327,795 hectares of land 
betwéen the Pacific Ocean and Lake Nicaragua, which it had informally announced 
that it was going to work, and the concession rights stayed in the hands of the 
Nicaraguan Oi) and Mineral Development Company, Recent statements indicate that 
the latter company also is preparing to return its concessio rights in the 
327,795 hectares to the Nicaraguan Government, 


Fisherles While the export of shrimp fell off during the third quarter, dam to 
dl 445 kilos valued at $32,236, with practically all going to the 
United States, domestic consumption inoreased gradually and Casacrus, the 
French-owned processing plant in Bluefields, is mergetically See g outlets in 
the Nicaraguan market and abroad, A provisional plant with a daily capacity of 
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five tons is now operating but a permanent plant with a daily capacity of 
30 tans expects to be completed by the middle of 1960. 50 far the company has 
75 workers on its rolls, : 


The Compafiia Maritime Mundiel Sociedad Anonima, domiciled in Panama, was 
granted a ten-year concesaion to fish off the Caribbean coast but so far has made 
no ennomcenent of its intentions, 

Transport ation 


The highway joining Corinto te the mainlend, which was completed during the 
third quarter, is caysing the re-routing of much freight into and out of the coun- 
try to the Corinto part because the port is mare convenient for ships, even though 
in some cases a short lighterage haul has to be made to ships that cannot tie to 
the pier, During December Pan American Airwaya annmmoed that comeoing January 
1, 1960, its planes will call. at Managua 16 times each week instead of the 
previous 20 times and an air transport agreement between Nicaragua and Pan 
American Airways was approved by the Nicaraguan Senate on December 16, During 
the same month Lanica and Lacea airlines resumed passenger and cargo flights 
between Managua and San José, Costa Rica. 


Highways From Managua to Sebaco, 63.9 miles north, and from Managua to Nandaime, 
41,5 miles south, the Inter-American Highway has a bituminous surface 
and ie well maintained. From Nandaime to Rivas, 27.9 miles, the highway is 
maintained as an wipaved all-weather road. Although the remainder of the highway 
ie in satisfactory condition and there is no difficulty travelling over it, a 
bituminous surface i# being laid from the Honduran border to Sebaco, a distance 
of 83,5 miles. The 45 miles between the border and Condega ia scheduled to be 
completed by June 30, 1960, At the seme time work has started on the select 
material sub-base between Hivas and the Costa Rican border at Pefias Blancas, 
a distance of approximately 22,5 miles, The United States pays two-thirds of 
the cost of constructing the highway and the Government of Nicaragua pays the 
remaining me-third, 


Work on the Rama Road prooeeded at a good pace during the fourth quarter 
as the rainfall wae lighter during this quarter than during the previous one, 
The structural steel necessary for the bridges over the Muha, Chilamato, Cacao, 
Kepabol, and La Gorra Rivers had been hauled to the respective sites and the | 
steel for the Mico River bridge is in Corinto, It will be taken to the site 
when the road to that point ie sufficlently graded and surfaced to permit hauling. 
In the meantime the Rama Road from its junction with the Inter-American Highway 
at San Benito to Cacao, a distance of approximately 110 milos, is in serviceable 
condition and e amall part of it hae already been paved, 


In addition to giving competition to the railroad, the highway from Managua 
to Corinto, which was completed last quarter, is aleo giving competition to the 
two other porte on the Pacifio coset, San Juan del Sur and Puerto Somosa, and 
several importing firme in Nicaragua have directed that all goods consigned to then 
be delivered at Corinto because of the caveniance of the port, | 
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- Pan imerioan Airways announced that effective January 1 its flights 
ce 511 and 512 would be cancelled. Flight 511 was from Miami to Panama 
City by way of Managua and Sen José every Saturday and flight 512 was the return 
flight every Wednesday, On its flights 515 and 516, which are between San Fran~ 

Cisco and Caracas a Port of Spain with stops at Managua, the Pan American 
Airways aleo annoumced that it will use DC7-C airplanes instead of the previous 
D06—B and that twice a week cargo-only service, using DC7-F airplanes, started 
in December between Los Angeles and Panama with stops at Managua, 





The national airlines resumed their passenger and cargo flights between 
Managua and San José, Costa Rica during November, Lanica company planes making 
the round trip from Managua every Saturday, and Lac#a company planes making the 
round trip from San José every Monday, 

at, 
Sea During the fourth quarter of 1959 ninety-three ships called/Nicaragua's 
Service western ports; 26 had Nicaraguan registry and 22 hed German registry. 
Liberia amd the United States had 9 each, Japan and Hollend had 7 each, 
Great Britain had 6, Colombia had 3, and Mexico amd Chile had 1 each, 





Labor 


No strike was recorded during the fourth quarter; employment picked up because 
of the commencement of the harvest season; and the cost of living was dow 
slightly from the previous quarter aid from the fourth quarter of 1958, 






ons A collective working contract between the San Juan dock workers and 

the shipping companies, which had bee di ecuased ee most, of 
the quarter, was signed December 28, and Sindicato } of 
Bluefields, a reomtly organised union, signed a oo rk raoatradt 
during the quarter with Casacrus, 5.A., a French controlled fish processing firm 
that comsenoed operations during the year, 







Recently organised unions of government, workers met November 23 and organised 
. | POLACC . The member 
unions include workers from the Highway Department, the ra the light and 
power company, the National District office, the hospitals, and the water worke, 
and on December 13 the Federation registered itself as a going concern with the 
Mindetry of Labor. 






During the quarter the question of paid vacations was discussed several 
times, 


Reaploymegt picked up toward the end of the fourth quarter when planters started 
harvesting coffee and cotton, Commerce and industry esployment picked 
up at the same time although there were lay-offs of a few skilled workers at the 
Gement plant, The general feeling in Managua at the end of the year was that 
there would be more work during 1960, Approximately 20,000 additional persons 
will be available for work in 1960 throughout the country as a result, of the 
population growth so that the country will be confronted with the problem of 
- keeping about 400,000 perems permanently employed, 
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Cost. of Living The principal reduction in the 
cost of living in Managua during 
the fourth quarter was in foodstuffs, due to 


availability of food from the recent harvest, | . ue , 
Housing, combustibles, and clothing have oT at . a 
reaained practically the same during the last Jue 105,12 105.7 96.7 
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twelve monthe, Deo, 98.6 | 9765 | 
: 3 | 
oridin gaan te rite 
Ma Director General of 
Statistics 
Industry 


Several foreig: groups were in Nicaragua during the quarter, one interested 
in establishing a canning and processing plant near Managua, mother in the 
intenalve growing of coffee and cattle raiaing in the Matagalpa area, md a | 
third interested in a 500-house subdivision in Menagua, Natural resources | 
development ie dormmt but the construction of the soluble coffee plant building 
near Managua is three-fourths dae, machinery ia being put into place, and the 
completion date is set for August, 1960, This plant was declared a necessary 
industry under the industrial development law and all capital goods for its 
operation enter the comtry duty free, 


Meat and After one year's axperience Matadero Modelo, Managua's modem abattoir, 
Products now plans to double ite production of boneless chilled meat from 

$0,000 tons to 100,000 tons annually with practically all of it designed 
for the United States, A 600-ton capacity cold storage plant is to be built at 
Corinto so that same of the meat leaving the country oan go by ship, Exporting 
by ship should make it possible to sel) meat in Buropean markets ae air trans- 
part cost te European ports is almost prohibitive, 









lding permite in Managua during the fourth 
quarter of 1959 were less than during 
the preceding quarter and the fourth quarter of 
1958 tut more than the fourth quarter of 1957, 
Beventy percent of the permite in the fourth 
quarter of 195) were for residential omstruo- 
tion, To aid thie residential building expansion 
Vivienda (INVI), 
a government housing organisation, announced & wal 25.9 3, : 
new mortgage plan whereby money is lent for & Sources Ofioina Nacional 
to 15 yeara at 7 and 6 percent interest for home de Urbanimno 
building, The amount available fer loans during 
the presmt fisoal year is 2 million cordobas, At the same time the Inat, 
awarded a contract valued at 091,290,500 for the emstruction of 90 low-cost 
houses, 30 of which are to bo completed by the end of June, 1960, The astitute 
also lent ($220,000 to the Municipality of Chinandega for the construction o 
20 low-cost houses, | 
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Twelve more houses were tumed over to their comers November 15 in the 
"dowLt~yourself" housing project in Managua sponsored jointly by the Govern- 
ments of Nicaragua and the United States, making a total of 5), houses now 
ocoupied, The remaining 51 houses are expected to be completed and oocupled by 
the end of March, 1960, 


Manufacturing 
The textile mill Rl Porvenir completed the oe of sag ed all 
A 









new machinery on December 5 and on November 22 Vs 
ates, oped its new 
factory in Managua. It is the intentim of the factary to supply shirts to all 
of Central America. At the same time Sterling Drug Company, an Aserican omcern, 
is rushing to complete a modern air-conditioned building to house a« branch pro- 
cessing plant that hae been operating several years, 
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Money in ciroulation was up from the previous quarter and fraa me year 
ago while commercial loans were up from the previous quarter but dam frau me 
year ago, Government revenue during the quarter was approximately four percent 
less than during the same quarter of the previous year and amounted to 21.4 
percent of the total revenue expected during the present fiscal year, The 
total revenue during the first six months of FY 60 de 113 million or 40 percent 
of the amount called for in the approved budget, 


In ite first experiment. with loans to emal). farmers the Office of Rural 
Credit. of the National Bank in recent months made 164 loans totaling C#114,000 
to 132 families in the Managua area for production costs of 800 mansanas of 
general crops, Bank officials say they have no doubt that 100 percent of the 
loans will be paid, 





Hi Money in circulation on December 31, 1959 was 276,343,000 cordobas, 
ation or 1,7 percent more than one year previously, but the average per 
pers was down four cordobas, The average amount per person on 
December 3], 1958 was 19), cordobas while one year later it averaged 190 cordobas 
(nee population figures in appendix). At the seme time bank loans declined 
from 430 million cordobas on December 31, 1958 to 370 million cerdobase me year 
later. Agricultural loans were down 5,3 percent, loans for trade and commerce 
were dam 4] percent, but loans to governmmt entities increased, 


: 





Budget The government's revenue during the first half of FY 60 (July to 

December, 1959) wae 40 percent of the total revenue expeeted during the 
fiscal year md aleo 5.5 million cordobas less than during the same period of 
FY 59. The prinoipal causes were 2.7 million cordobas lesa in customs duties 
and 4.7 million lees in indirect taxes, Direst taxes were up 2 millim cordo- 
bas. 


The decline in customs duties was a result of $10.2 million loss importe 
coming into the country during the six-monthe period and indireot taxes were 
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dom principally because of the repeal of the coffee export tax and the 
abolition of the foreign exchange surtax of 40 centavos per me dollar of coffee 


| exports, = 


alan Preliainary information available to the 
Exchange Bnbassy shows that during the fourth 
quarter of 1959 Nicgraguan banks received 
$13.5 millim of foreign eeealt $12.1 of which 











came from exports, and disbursed $16.9 million, nC 8 9 16, 
$12.6 of which was for imparts, causing a net June 23.0 25.6 20.9 
loss to Nicaragua of $3 ol; million, This is not Sept. 13.3 re 12,3 

Dec 1 ) 


atnormal, however, as the fourth quarter is a 
period of the year when exports are slow and it 
48 not until in December that coffee and cotta, 
the principal exports, are started toward forelgn 
markets, The gain in the fourth quarter of 1957 shown in the table above may 

be explained by the fact that the National Bank drew $3.8 milli from a stand-by 
loan which it had arranged with the International Monetary Find. 





While the decline in holdings during 1956 was 41 percent from $13.7 million 
to $8.1 million, during 1959 the holdings moved in the opposite direction, 
gaining 22 percent from $8,1 million to $9.9 million, 





Domestic trade picked up considerably 
during December, especially at Christmas 
time and end-of~the~year indications are 
that 1960 should be better than 1959, 
Several new restaurants opened in 
Managua during the quarter as did several Hdwr, 








new book shops and record shops which lt mach 2,0 9.3 
suggests that more money is becoming Kles, 

available for spending. Sign board Appli, 4.8 28.6 
advertising is picking up and two of Dept, 

the supermarkets in Managua ocoasimally stores 1860,0 | 12 
have minor sales but the idea of a sale ° Percentage changes _ 

to make room for new stocks is not used Source: Managua merchants 


by Nicaraguan merchants, 


Foreign Trade 





The Collectar of Customs reports that during the first eleven months of 
1959 Nicaragua exported goods with an fob value of $69,221,626, and imported 
goods with a cif value of $60,597,372 80 the indication 19 that the country will 
end 1959 with & omall trade surplus, Seven commodities account for % percent 
of the exports with cotton in the lead-off position ($30.0 millim), followed 
in order by coffee, seeds (cotton and sesame), gold, wood and lumber, sugar and 
live animals, 
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The United States continues to maintain ite historic positim as Hoaragua! 
number one customer, with purchases valued at $17.2 millio for the first 

eleven months of 1959, and Japan is second, with purchases valued at $16.4 
millim. These two comtries took approximately 49 peroent of Nicaragua's 
exporte during the eleven months. During the same period the Inited States con- 
tinued to hold its dominant position in the Nicaraguan market by supplying 
$31,537,031 of the country's imports, followed by West Germany with $2,252,06),, 
the Dutch Antilles with $3,913,281, Japan with $3,011,701, and Great Britain 
with $2,640,461, These five countries supplied 85 percent of the imports, 


Trade Nicaragua produces the major proportion of her domestic requirements of 
Lists alobhdlic needs according to a report prepared by the Pabassy rectly 
| for the U. 5, Department of Commerce, Approximately 97 percent of the 
distilled alcoholic beverages and 95 percent of the beer consumed within the 
country ia produced in Nicaragua, but during 1958 Nicaragua imported 383,917 
litere of alcoholic beverages, valued at $300,20,. Wine accounted for 49,784 
of the liters, 10 percent of which came from the U, 3.3; beer and ale accounted 
for 237,39, liters, 69 perceat of which cane from the U.5,; and other alcoholic 
beverages accounted for %,739 liters, 12 percent of which came from the United 
States, 


The principal supplier of wines was Hranee while the principal supplier 
of other distilled alcoholic beverages was Scotland, 
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ECONOMIC INDICATORS IN NICARAGUA, 


Jans 1 to Dec, 31 
19! 1958 — 






Cumulative 
Indicators | 








{raed in Thousands of United Rates Dollars | 








Foreign Exchange: 
otal Movement - 
Receipts $19,556,000 pg pe $70, 21,7 ,000 $71.54 000 
Payments 16,885 ,000 2,000 _ 66,545,000 _ 76,517,000 
lances ~ 3,329,000 - < 927,000 = 3,702,000 = 5,063,000 
Trade Tran 





Receipts 12,041,000 11,056,000 62,144,000 6052%5)000 
000 000 000  _ 60,429,000 





P e 13.358, . 3000 frie 

: ances il 1,317 ,Q00 - 5 Al »000 10,192,000 si 7 ,000 
Other Transactions 7, | 

Receipts 1,515,000 3,869,000 8,163,000 1,209,000 

Payments 3,526,000 3,418,000 593,000  _ 16,088,000 





Balances ,01.2, 000 451,000 = 0,490, = 4,879,000 


(In Thousands of Units of Measurement ) 








Cement (5 ) 178 «BQ 936 
Cigarottes (20 par) 10,318 20,07 39 yl, 50 38,797 
Electric energy, 

Managua pleat (kwh) 2h G11 19,525 91,212 56,907 
Managua building | 
permits (cordoba value) 6,190 11,361 25,807 30,295 

Textile (yards) 25598 2,257 10,171 7,186 
In Thousands of Nicaraguan ates 

G _ Revenu: FY? 
Custons 32,437 34,U49 i 335 68,992 
Diregt Taxes 6,258 h, 789 Li, 557 12,631 
Indirect Taxes 12,626 Li ,912 2h, O72 28,817 
Other Revenue 4 056 3,338 7428 mrs. 

Total 55,377 57 , 36E 12,392 WAT, 93d 
Statio 





Gold and Fored gn 


Kxchange Holdings Deo. 31 US$9, M2, 534 US$8, 16,170 
130,625,000 





Tapeatta 145,718,000 





g 
s ustes and Ministe 
Agriculture 
-- Government Entities 
Not described 
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1959 1958 
Population (estimated) December 31 1,448,901 1,401,258 
Average Coat of Living For a 
Workingman's F, in Managua® 
Dec sept, 1959 Dec, 1 
Food, drinks and 
tobacco 303.29 317 98% 316 47 
Combustibles 23 466 23466 23,66 
Clothing 26.98 26,98 27,08 
- Others — 110,37 110,39 110,35 
. Totals 533.07 547 » bl 6.33 





Sources! 


of Internal Revenue, 
concerned and theca permite are from the 


Foreign exchange, foreign exchange holdings, monay in circulation 
and commercial loans from the National Bank; customs revenue from 
the Collector of Custous, and other revenue fram the Collector 


Production figures aro from the organisations 


Oficina Nacimal de 





Urbaniamo, Managua, Population figures are calculated by the 


Enbassy. 


Notes: 


Two new genorators, 


total capacity 30,000 kw, started operations in 


October, 1958, thus bringing an entirely new source of power to 


the area, 


The fiecal year io from Jul 


l to June 50, 


FY60 calle for 


C$258,081,000 revenue and C: 267,558,000 expenditures, 
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nm Nicaragua's econemic condition in the first quarter of 1960 was as 
better than during the preceding quarter, This isprovemmt, however, may n 
continue inte the next quarter as the harvesting and exporting season of ties 
ond cotton, which generally lasts watil May or Jme, was wmusually short. This 
caused on earlier lay-off of seasmal agricultural werkers and a savere decline 
in coffee and cottem exports, The decline in experts is matohed dy a decline in 


imports whieh reduces customs duties, the sourde ef two-thirds of the government's | 


revenue, with the result that gevernment income is less than mticipated and a 
fiseal year deficit is in the effing, The national crop diversification, irri- 
gaticn, ond. cattle improvement programs moved sbeed alewly and industriel and 
denestic trade activities stayed about even with the preeeding quarter. 


Money in clrewlatieon ond foreign exehange holdings were up from the preceding 
quarter but dam from ame year ago while commercial loans were up from both the 
preeeding quarter and a year ago, Cost of living prices saved no inflationary | 
trend and the serdoba in the fee market remained steady between four and five 
percent abeve the official rate, 








While the sugar crop is more than last seas md the coffee erop appraxi-~- 
mately the came, the cotton erop, a principal seuree of ferelg: exchenge, is dam 
40 pereent because of amller acreage and bell worm invasions, The government 
emntinues ite asaistance te these tree principal axpert crops but it is inereasing 
its attention te crop diversifigation and cattle Lape ovement 






bad experted 178,009 bage (150 pounds each) of seffee valued at | 
milli, aecerding te preliminary reperts fron the National Benk, This ome A 
im slightly lees than the allewanse grented to Niesragua for the six mths period 
wader the eeffee queta agreement signed in Washington am September 2, 1959. The 
average priee ef 40.09 US eente a pound for the exports of the present eceasen is 
slightly higher than the average 39,02 U3 cote for the 195¢-59 seasm but 15 
peroent lese than the average 46.66 U3 ents for the 1957-58 seasen, 


While the expert quota is 76,660 bage during the second quarter md 44,600 
bage during the third quarter, there ie little likelikeed that the quota will be 
mot ond the tetal for the season may be arownd 260,000 bags. If the export prices 
seatlnnes | to everage 40 U5 cents a pound the foreig: exabange inceme for the orop 


In spite ef the attempts to reduce international coffee puports, such as the 
Washington coffee agreement, some Nicaraguan coffee planters are going ahead with 
better groving and production methods, New and improved farm-to-eity roads 
planned. for the Matagalpa and Jinetega areas will bing mere coffee inte the 
market and ne attempt has yet been made to use marginal coffee lead fw ether 


crops. 


Cetfee By the end of March, spel eae Se sdiaes of the 1959-60 season 5 amas 
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Cotten The present cottom crop was harmed severely by a devastating invasion “4 

of bell ‘werms during the latter part of December md the entire mth 

nthe LeGa area fields, aided omeiderably by the failure ef mmy 
» continue insecticide spraying he Instead 

170,000 bales ( 
more than 35,000 along L 
3 niliien, ow” an average of bn US sents a powd, had been 
secerding to a preliminary repirt eft Mational Bank. Wot more than 
85,000 bales are in for @hperting during the remainder of the seasm so 
that the foreign exchange income from the crop will be arowd $16,3 millim, a 
severe drop from the $29.3 millien income during 199), : 


Sugar Nicaragua exported 2%, %48 metric tons of sugar valued at $2.1 millien 
ering 19771 necording te a prelimizery repert frem the Collector of 
Oustoms, The United States toek 12,034 tens valued at $1.3 million, or an average 

price of $175.66 a ten while Japan took 12,314 tons valued at $806,400, or an 

average price of $65.00 a ten, The higher United States price is & result of a 
quota system whereby the United States pays a premium abeve the world prise for 
a certain amount of sugar from producing comtries, Nicaragua's amnual quota is 


%4 027 tems, 


The eight sugar mills in Nicaragua have doubled their output ef centrifugel 
ugar binoe 1956 and the production now execeds the export and domestic demand, 
The 1959260 production is 72,500 tons and at the end ef 1960 may amomt to about 
13,500 tens, even though the domestic consumption averages 55 pounds per person 
in the country, Efforts are being made to expand the Japanese market, 


Cattle Although cattle continue to be shipped abroad, large numbers go to the 
Menegua abattoir and meat experts during the firet quarter of 1960 were 
wmusually high (eee section on industry), During 1959, 46,714 head of seattle 

valued at $5.6 million were experted; 32,226 head going to Coota Rieas 10,197 
head to Remus 1,796 head to Kl Jalvader; 44 head to Colombia; and 2,469 head to 
the Dutch Antilles, 


Miearages i¢ again moving ahead te become a livestock omter in Latin America 
and te inereasing ite exports ef meat and milk products, Mleoded animals are 
being brought into the country end grating lands are being fenced in but a 
principal himérenoe to cattle improvemmt is a lack of feed ether than grass. Most 
beef eattle find their food im grasing lends but in order te supplement thie diet 
an American eoncern is investigating the possibility of establishing a cattle-feed 


mill in the seumtry. 


Copper mining and ehrimp fishing new have a permanent status in the cowmtry; 
sell grey magma ng ie e-em gr oenieanagel «epee pen te 
eearch for other metals and minerals shows no inereased activity, and petrelewm 

| exploration ie at a standstill. Several surveys have been made to form the basis 
‘for a national scheme to preserve and iaprove the country's timber resources, | 
| 
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Mindag While gold continues to be the principal mining product, the gg 
copper mine, located about 40 miles northeast hy road from Siu 
favorable prospects and expects to have an average annual production of at B.S nil. 
lion by the end of 1960. During 1959 the 1,896 metric tons of copper exported 
were valued at $566,617. All of it went to the United States except 31 tons 
that went te Hollend. During 1956 about three tens of copper were exported and 
in 1957 about two and a half tone, 


la Las: and } the two adning compenies operating in the eastern part 
of the cowstry operate 15 mines, La Lys, which is the emer of Rosita copper 
mine, is working a single gold mine shaft, while i a subsidiary of 
American Auelting and Refining Cempeny, has 14 separate mines with ite refining 
mill at Bonensa, Although the 1959 gald reece frou the entire oomtry amounted 
te 217,448,707 troy ewnces, valued at $7.6 million, the mining companies im the 
comtbry. state that production costs increase steadily. 

























North of the Resita mine is a large deposit af irom which may be processed 
bat the preset objection is the lack of trenspertation facilities to meve the 
iron to seaports from where it could be carried overseas as Nicaragua has no 
iron mill. 


The mifing of diatomaceous earth, whish is used in the preparation of 
jnsesticides, started on a mall scale during 1959 in the Departaent of Jino- 
toga. The output in that year wae 2,500 leng tone valued at $6,065, 


Petroleum activities were nil during the first quarter ef 1960, The Nicaraguan 

O11 and Mineral Development Company returned ite ig oon 
cousins to 327,795 heetares in the western part of the comtry te the government 
and ne ether petrolewn concession is in foree in the comtry. 


Fisheries Serinp experts during 1959 amowted to 202,236 kiles valued st 192,570, 
ef whieh 9% peromt went to the United States, In the preceding year 
276,733 kiles valwed at $319,321 and in 1957 1,263 kciles valued at $1,525 were 
— Ruperts during the first quarter of 1960 were $0,000 killes, practically 
a Freneh shrimp fiebing, freesing, md proscesing ergenisation 
omaan Bluff, the pert fer Bluefields, during 1959, The game 
plant, whieh should be completed by July, 1960, expects to precess 30 tms of 
fish daily and to have storage facilities for 200 tens, It plans a fleet ef 60 
fishing and auciliary boats, and to engage 150 workers in the prosensing plant, 


Daring Merch the Ministry of Public Works emnomeed a six-year scheme for 
feeder and farm-te-market reads that wil] enoenpaes the western and serth central 
parte of the country, Intermational air passage ie wp qne-third from a year ago 
and intra-comtry bus and automobile travel shoves a marked inerease but the 
number of automobiles arriving in md departing frem the country is apprecinately 
the seme as the last few proeeding years. 
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pa The feeder road scheme whieh lag, Maneel AMAYA Leclair, Vice-Minister 
«Of Pablie Werks, annewmeed publicly through Managua newspapers ¢alls 

for expenditures of $16 to $19 million over a six-year period for 22] kilometers 

of first elaes reads, 6 meters wide; 229 kilemeters of first elass reads, 6 

meters wide; and 409 kilometers ef second~elaes reads, § meters wide, One of the 

prepesed reads wili link Chiendegs with Seuetille on the Nonduran border aad 

amether will start eastward fron Leda to join the Inter-American Highvay in the 

neighborhood ef Sébaco, Other roads will branch out into the farming areas from 

Matagalpa, Jinctega, and other large commmities in the north and central parts 

of the sowuntry. 


Werk on the last twe parts ef the Inter-American Highway to be paved is — 
moving satisfactorily and the Rame Road is in good edition almost te the Mico 
River, an appretinate distance of 150 miles from Menagua. The drive can be 
made frem Managua in four hours, 


The international airlines departing from Managua during the first 
quarter ef 1960 carried 35 pereent more passengers than during the same 
quarter of the preseding year, 

» an airline registered in Honduras, 


. 16 Henguyefio » (On , 
ae pre: parte Sah ween Tegueigalpa and Nenagua and 
feeder withia Misaragua to Menagea, At the same time LANICA (Lineas 


xu Hpac She) a Nigaraguan company, will eames flights between 


Qn Jenwary 1 Pan American Airways caneelled its 51] once-a-week flight 
from Miemi to Panama by way of Menagua and Sen José and the return 512 flight, 
Qa the same date it introduced DC7-C instead of DC6-B airplames on its west 
coast rum between Sen Francisco and Caracas or Port of Spain, which stops at 
Managua, ond doubled its eargo-mly service between Lee ugeles end Panama with 
stops st Managua, 


Cargo leaving Nicaragua by air during 1959 wae valued at $9.1 million and 
carge entering the domtry wae valued at §10,2 million. Ten yoare before ettward 
bewnd air eapgo was valued at $8.1 and imward bewd was valued at $1.2 millions. 


laber 

Two important regulations which affest workers in Nicaragua became effective 
dering the quarter, One ordered vacation pay for pert workers md the other 
established standard menoures in agricultural harvests, Heretefere the agri- 
cultural weight measures that determine the workers’ pay were a eenstast sonres 


ef mismderstending, Seasenal weenpleyment in agriculture activities started 
earlier than usual but industrial and commercial firme had no lay-offs, 


talons Collective bargaining agreements between the lengsheremen and shipping 
agmeios in Carinto and Sen Jum del Sur went into fares during the 
quarter, while a collestive bargaining agreement between the COT (Cenfederasion | 
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General del Trabajo), wien in Bluefields and 3, & French-omed fish 
processing company, wae terminated after being in force only a few mnths, 


Bapleyuept, Seasmnal agriculture menpleyment increased sharply at the end of a 

short coffee and eoctten harvesting season, but same of the men who 
werked in the harvest were able to find several monthe additional wark at perte 
during the exporting of coffee and cottm, The government has maintained a 
steady force ead there hae been no wmusual lay-offs in industrial or comercial 
firms, so 


Rxeept for the ehronically depressed area around Bluefields, little wenploy- 
mnt is reported from the Atlentie coast and Hiuefields expecta gradual relief. 
ng oy mee rapt g Ae grepctoen gedit: sree tere Other 
pereaas in | Jelde should find employment in the fishing fleet that will bring 
shrimp to the pleat, | 


ef While the cost of living index at the ond 
| ef March for a workingean's family in 

Memages was 0,2 percent more thas the end 
of the preceding quarter, 1% aleo was the levest 
Mereh index for four years (see swmary of cost 
se tition tn eaetetieds Dering the quarter the 
cest ef food went dem alely bet all other 
costs remained practically the same, 
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Haristics 
Indee try 

| Mo new industrial plant started operating in Hicaragea dering the quarter, 
as far as the Babessy kmova, but the comtry's total predestion was up slightly 
from one year previous, Exeept for METAGA, a metal working plant, the senent 
plant, the mines, the legging firms, and the insecticide and fertiliser mixing | 
plants, most factories aad plante in the country manufacture consweers' goods, : 
that is, goede that direstly satisfy humen wents, such as food produsts, beverages, 
cigarettes, soaps, and leather goods. A preposed oil refinery, a fleur and corn 
mill, od a cattle-feed mill are still in the talking stage and there has bem 
no recent diseuseion about fruit ad vegetable packing plants, , 


Building permits iseved in Managua during the first 
quarter of 1960 were less than during 

the preceding quarter and during the first 

quarter ef 199), Little building other than for 
bemee is being done, A presaing need is low-cost 
houses which presmt the diffiewlt problem af 
financing. Prastically ame of the families 

that need low-cost homes can afford a dew 
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Neney in cirowlation was up from the previous quarter but dom alightly 
from ame year ago while ecamereial leas were dam from the previous quarter 


and from que year age. Government revenue during the quarter was dam eight 
percent from me year ago mud indicates a deficit for the present fiseal year. 


Mey in clrewlation on Mareh 31, 1960 was 301,268,000 cardobas, 
which ie slightly less than the 303,502,000 cordebas in circulation 
a year ago. While the average number of cordobas per person in 
clroulation on Mareh 31, 1959 wae 206 it averaged 8 cardobae more ene year 
ago (see population figures in appendix). The average velocity of the turnover 
of the mmey in the eowitry 18 act mam, At the same time commercial loans 
declined from 304 million cordebas om March 31, 190 to XI milli me year 
later, Agricultwel lems were dem but goverment otities, ecamerce and 
industry lems were up and the governmmt for the first time in several years 
became a debter to the benk, the amomt being 90,000 cordebas, 


The government's reverse during the first nine mnths of FI6O (July 1 

to ines 30) amounted to 144 million cordobas and was 64 peromt of the 
revenue expected during the fiseal year. In the first nine mths of FY59 the 
revenue amemted to 179 million sordobas, The big drop from FI59 to FY60 was 
in impart duties, 10, million te 69 million but this was effect by @ gain in 
direst taxes from 17 millien te a million cordebas, Indirect taxes were dam 
frem 46 millien to 40 millian,. ) 

Unless wmusually large amowmte of imports come into the comtry during the 

fourth quarter, whieh does not seem likely, the govemment's fiscal year will 
end with a deficit, 


Preliminary infermation available to the 






































Rabassy shows that during the first eterna Age 
 @earter of 1960 Nicarageaan banks received LCase 
$27.3 million of foreign exehange, $23.6 of which od of 1980 ivy 19se 
com from exports, end disbursed $21.0 million, Maren 8616.2 18,: 0 
ef whieh $15.5 million were for imports, giving June 23.0 25.6 
Nicaragua a net gain of $6.3 million, A @aindn 





Sept, 3 13.1 
this quarter is normal, however, as this is the ) 29 
quarter of the year when ceffee md cotten | 
experts are heavy md eontinue so into the next 


quarter, 


The free market fer dollar purchases ranged from 720 cordobas for $100 
in Janwary to 740 oordobas im March, The official rate is 700 cardobes for 
$100, 
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produced in Wicaragua ond the local manufacture of emfectimery products is 
valued at $100,000 annually, 


Accerding to another report Nicaragua manufactures no new machinery and 
imports have gene up from $.9 million in 1%9 to £13.) million in 1958, The 
United States supplies 60 pereent of the machinery and parts weed in the 
comtry but German and Japen present competition in specialised fields of 
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3,777,908 




















a — ee 229 
Cigarettes. (20 pack) 11,775 
Matches (box of 40) 6,34 
Electric energy 21 02% 

Menagea plent (lorh } 
Managua building «5,007 
peraite (cordoba value) 


Textile (yards) 2,669 





Other Revenue 


Total 
° Does Not Inelude Mar ek 1960 
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$29,990, 680 
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3,777,908 
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$29,930, 660 
71,806 
435 





27,875,959 
343 »3 


2,054,921 
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Mareh 31 = 1,459,492 1,413,169 














Food, beverages 304,» 51 303029 318.61 
and tobaceo | 
Combustibles 25.66 23 66 23.66 
Clething 27,00 26 98 | 27.00 
Others 110,00 100.37 110,26 
Totals 533.4% 533.07 548.30 
* Family of five 


Source: Directer General of Statistics 





Sources: Foreign exchange, foreig exehange holdings, money in eireulatio 
and commercial loans from the National Bank; customs revenwe from 
the Collector of Customs, and other revenue from the Cellestar of 

Internal Revenwe, Production figures are from the Scan ae 

concerned and Imilding permite are from the eke 2 

aber Managua. Population figures are plat 

ay. 


Note: The fiscal year is frou July 1 to Jme 30, FY 60 calle for 
C$258, 061,000 revenue and C$267,556,000 expenditures, 
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Exportation of Shrimp from Nicaragua to the United States, ~_ 


Department of the Interior, Fish and Wildlife Service, 609-611 Federal 
Building, New Orleans 12, Louisiana, recently wrote the Embassy pointing 
out a discrepancy between the U. S. Customa figures and the statistics 
given in Bmbdees No, 332 on the exportation of shrimp from Nicaragua to the 
United States, The figures quoted by Mr, Di Marco are: 





—— = 
Year Kilos Rounds Value Pounds Value 

1959 202,238 445,854 $192,570 212,942  § 99,790 
1958 276,733 610,086 319,321 277 ,588 147 ,884 
1957 1,263 2,784 1,325 882 540 


The source of the Embassy figures was Nicaragua ~ Memoria de la 
Recaudacion Genaral de Aduanaa for 1957 and 1958 and an unofficial 
compilation ifasued by the Customs for 1959, The Embassy statistica have 
been rechacked with these volumes and were found to be correct, but they 
are for total exports, rather than U, S, exports only, Exports to the 
United States are: 


1959 191,356 $183,220 
1958 274 ,005 315,721 
195? None 
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Mr, Peter Di Marco, Supervisory Market News Reporter, United States 
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From__Managua 


The Embassy can offer no explanation of this difference, unlesa it is 
that Nicaraguan shrimp deatined for the U, 8, and transshipped through Panama, 

as has been the case with many shipments, have been figured for U, 8, Customs 
purposes as originating in Panama rather than in Nicaragua, 


For the Ambassador! 


Clot AWC, a, 


John D, McAlpine 
Third Secretary 
of Embassy 
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SUBJECT: Boclo-Political Situation in Boaco Department 





Boaco, a Department of 55,000 inhabitants, is a quiet corner of Nicaragua | | 
which has 4s its capital & town by the same name with about 5,000 inhabitants. | 
The Department was established in 1935 when it was divided from Chontales De- 
partment, thus carrying out a law which had been a dead letter for twenty-five 
years. It is primarily ranching country with some large coffee plantations, 

which are in tho hands of four or five Conservative Party (PCT) members. Corn 

is also grown for local conaumption and there is handicraft production of henequen 
fiber which is shipped to the cordage works in Masaya and Managua. Another native 
fiber, pita, was formerly used to make a fine grade Panama hat, but the demand 

for hate in Nicaragua has declined and this handicraft industry base virtually 
disappeared. 


The Department has about five large land owners who own from 5,000 to 
10,000 manzanas (a manzana equals 1.74 acres); virtually all the other landed 
gentry own from 200 to 1,000 manzanas, with the bulk owning from 300 to 500 
mnzanas. A considerable number of peasants own from 20 to 30 manzanas ..8piece 
which they farm with primitive methods. Statistics are very hard to come by. 
The Department was split off from the Department of @ontales in 1935, and many 
land titles are still registered in Juigalpa, the capital of Chontales. 


The biggest single land owner 1s Juan MORALES, the father of the President 
of the Chamber of Deputies, Juan Jose MORALES Marenco, who i@ mentioned ag a 
possible PLN Presidential candidate. Indalecio PABTORA, tho father of the re- n) 
cent Nicaraguan revolutionary by the same name, ie another owner of vast tracts —— 
of pasture land. He is currently negotiating the sale of his biggest single 0) 
ranch, La Corona, but the Jefe Politico . other local officials were unable tog 
say whether the deal had been completed. (Conment: It had been rumored in 
Managua that the proceede of the sale would be used to finance hie son's revo- 
lutionary activity.) Those consulted di t express any doubt about the pros- T 
pective purchaser's ability to raise (ee; A r the transaction. Cattle in 
ranching is a profitable business in Boaca, e reporting of fieky wap told 
of one large and eccentric land owner who made a hobby of carrying. around . # 
hundred thousand cordobas (seven cordobas equale $1) in his pocket, {n cash, 
addition to mintaining large andOWhiMib Swank 6 in Managua. : He 
had no mortgages on hie property, but he was the pion rathey wale 
‘wo Americans settled in Boaco muy — —* and have (GOnegi¢g 
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In 1957, Boaco had 650 houses, of which sighty were modern and twelve : 
were of two stories.. The town had seven first class conmercial establishments, 
fourteen shops of 41] kinds, and one hundred twenty other small scale commercial 
enterprises. There were two ice plants and two bottled drink plants and four 
"hotels" and two restaurants. , 


Socially, the town appears divided into small groups at the top level. 
The Social Club has recently gone out of business for the second time because 
Of lack of interest by the younger group. On the other hand, the daughter of 
one of the leading Conservative coffee growers has established a Terraza Club, 
with young members, patterned after the similar club in Managua. Only the 
concentration of the bulk of the wealth in & few hands permits a town of four 
thousand to maintain such an institution. 


The labor force is unorganized. At one time, there was a chauffeurs’ 
union, but it no longer exists. The workers have an attractive, clean social 
qi b with a radio, pool table, bar, anda small library. Little cardboard signs 
wach inet the colume in the center of the club remind the members to re- 
member their culture and not spit on the floor. 


a 


Agricultural laborers are paid three to four cordobas ‘a. day.'. Carpenters 
and other artisans are paid twelve to fifteen cordobas ‘a: day,:. but much work 
is paid at a fixed rate for a particular project. There is some underemploy- 
ment in both agricultural and town labox. Shops in Boaco are family affairs 
in which a relative is employed as a salesgirl, treated as a member of the 
family, and paid about sixty cordobas a week in addition to room and board.. 


The Boaco Hospital 16 small but clean, and a new wing has just been added 
and is in the final stages of completion. The hospital, 4s well as many of the 
other modern features of Boaco, is the result of the tireless labors of a 
German priest, Josué NIEBOROWBKY , who arrived in Boaco in 1916 and introduced 
Bewoge, an electric light plant er atreets, among other benefits. He is 
properly revered and his bust dominates the approach to the central square. 


Mayor Armando INCER is carrying on in @ secular way, embellishing the city 
ond improving the public facilities. ile has established a mnidipal library 
and has inetituted the teaching of English in the library. 


There are two public grade schools, one for boys and one for girls, a 
parochial primary school, and the firat three years of high school. ‘The latter 
will be expanded year by year so that the third year studente will become the 
first graduating class. 


Political Views in Boaco 


Politice appear to be less of an issue in Boaco than in a number of other 
Departments. For example, the Jefe Politico, Jose MARTINEZ, had not been inforn- 
ed of the big PLN rally in Masaya July 11 to kick-off the campaign leading to 
the Liberal Party Plebiscite scheduled for March 1961, oven though he was told 
by Dr. Tablada in ths Embassy officer's presence that the party expected him 
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to mater a delegation of about two hundred. It was agreed by the politicians , 
present that they had scarcely enough time in the month that was left to them 
to organize the delegation. | 


: Apparently, the reason for the lack of coordination was that Dr. Elf 

Tablada Solis actually represents Chontales Department on the PIN Executive 
Committee, although he lives in Boaco, and Carlos BSPINOGA, the Boaco committee- 
man is now preoccupied with learning his new job as Manager of the Model Slaughter- 
ouge J - Espinosa has just been appointed to this post as a result of 
men, Juan José MORALES Marenco. 







The Jefe Politico has been in office nine years, which is about the médisy, 
but there appears to be no reason to effect a change. Joss Martinez is a 
pleasant ex-teacher who is happy with the not very onerous duties of his post 
and has little ambition. He seems suited to hia job in 4 quiet, ranching 
department, removed from the main stream of development. 


Municipal elections with the maintenance of a system of post~-audit by the 
GON are endorsed by Boaco leaders. The Mayor stated that the GON had never 
disapproved any suggested use of funds but that local accountability to the 
Ministry of Government removed the corruption which existed under the earlier 
system of complete municipal autonomy. 


For the Ambassador: 





Frederic L. Chapin 
Second Secretary 





“po NOT TYPE iN THIS SPACE i 








AIR POUCH. OFICIAL USE ONLY 

~  .. FORELGN Seuvien DEePATCH C4. aly 1-560 : 
FROM :  Amembassy MANAGUA a iii oateeiiarentanics DAVY ~ 
TO ‘tat RRND OF Ren, wa, ——Iuly_2, L208 
REF: CERP Section, Section C - Item Ii WL 9 196f 





meen. “gee os | 
4-2 be -3 *FRG- 


SUBJECT} Economic ~ Jessment of a for a 


aa 7” fate b IW-"7 OSD-Yy 
NSA-2. 9. KM [a- 4 VS/4- 10 A l-' oes as 1 Stjod> 


Introduction CHPER OEP O FOES EF EO ER EN OR ORE Ee ‘ot fever nego z@ 2 


OT 
lage 2 















Cross National Froduct beeen eeeneeseeaneberend's 


Business Conditions COHSeo REF ee He O Toe R Ab eeOeeseeseseein P e 3 


, ., 
Tis 


Agriculture *ereeeep peep eevee etereeeereeer eee ~~ ape 3 
Industry Te ee eee re, Se Page 4 


Atlantic Coast aivatensgmitemendineetermmecreeseers Page 4 


= 


09¢6-2/90°LZI¢e" 


DEVELUALION wereonrcrceoderersoecervveseossertocceseccne FARO 6 
Money in Circulation COHORTS HHO S HREOC EE TELE HERO oEEEOES Page 6 


Balance of Payments @#teretptiereragpepee ete tetera eeetretenaeees tees Page 6 


SdH 


Foreign Aid *#@esteetepetseeoeceev eteeteeeereeceereoeaeapeeeeepeeeee ee Page 7 
Payment of Commercial Obligations .....cceccccccccccvece Page 7 


U, s. Trade BERR AER RE Ree E Ree eee eee eee eee eee eee ee ee Page 7 





Central American Integration PS Tl 
id 


Goverment —e. . a hy 


i 


WY oe 
wif i} 


Sy F. 
 OPFICIAL UsK { omy J \g 








F Chapin Whi pines = 


spi abrontth ia me ana 
arenge a eee . ar Oa eee ae a | | Snell nF Wey ee 
ALTWN [action bia | i 
NAME ‘or ‘OFFIC tn adic aie “Foal E OF. DIREC I (ON 
& OFFICE BYNBOI. ACTION 10 WM/K | 
Sa nhac bas Maa os i epee ee bo oe TA veep eerie eta el ates ie bane aie stein ie ae are ae em Seth a a se eins lp eT PR eee ee ee ee ee 


ACTION COPY — DEPARTMENT OF STATE 


The action office must return thee permanent record copy to HM/K Mes with an endorsement of action taken, 


ee 
\ 


aunts Page 2 _of 








OFFICIAL UBE ONLY 4 Encl. No. 
oe (Classification) Desp. No.&__ 
’ Fi From..Managua ooo === tt 


For Nicaragua, the year 1959 wae marked by a receesion which began in the 
spring as a result of political uncertainties and deepened in the fall and 
winter as the cotton crop fell below expectations, Thus ended a ten-year boom. 
Economic activity was curtailed both by lack of confidence and by such factors 
as a shortage of commercial and agricultural credit as a result of a large 
number of dafaulted crop loans from previous years, Lowered commodity prices on 
the world market adversely effected foreign exchange earnings from Nicaragua's 
two principal exports, cotton and coffee, but a large cotton surplus from the 
previous year helped Nicaragua achieve a favorable balance of over $5 million, 
Higher import duties in the spring contributed to the favorable balence by 
reducing inporte but also led to lower sales in domestic trade since most of 
Nicaragua's comeumer goods, other than food and liquor, are imported. Taken in 
balance, this year can be considered fairly good, but the country’s rapidly 
increasing population called for greater utd lization of opportunities to achieve 
faster economic growth, The downward trend, noted in 1959, has continued in 
1960 with the cotton crop which was harvested in late 1959 and early 1960, the 
worst since 1954, Despite government measures, such as long-term refunding of 
defaulted agricultural loans, encouragement of crop diversification and irriga~ 
tion, stimulation of foreign private investment, and the acquisition of long- 
term development loans from international lending institutions, retail trade has 
declined, construction of all types ie down markedly and money in circulation has 
contracted, With declining revenues from import and export duties, the Government 
has reduced ite cash budget for the coming fiscal year by 638 million to reduce 
both the budget and foreign exchange deficit, Allocation of funds to the Minis~ 
tries of Development and Economy were slashed, 


A return to higher levels of cotton production accompanied by improvement 
of coffee yield per tree, further agricultural diversification, development of 
cheaper power through the Tuma River project, and new investment within the 
framework of a Central American common market or in association with it, are 
essential to provide a higher standard of living and a healthy economy for 
Nicaragua's rapidly expanding population, 


The future fa not bleak ae Nicaragua hae extensive unutilised and under- 
utilised resources, including manpower, but orgenisation, general confidence, 
and at least a year or two of economic difficulties now appear likely before 
there can be any resumption of the rapid expansion of the decade before 1959, 





Nicaragua's gross national product declined by 3% in 1959, the first 
decline since 1950 when GNP figures began to be calculated, The trend ia: 


GHP (at market prices) 91357 M «6 §SOL NM = 6292 Ms SOD 


Per Capita Gar ” $218,006 $205.00 $204.00 
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The 1950 figures were calculated by the IBRD, and the 1958°59-60 figures were 
calculated for ICA by the Ministry of Economy, 


The expansion throughout the decade has come primarily because of increased 
production of cotton and coffee, stimulated by the high commodity prices brought 
about by the Korean War and by the cotton marketing policies followed by the 
United States until 1959, There does not now appear to be another comeodity boom 
on the horison which will give the Nicaraguan economy the tremendous impetus that 
it experienced in the past decade, although Nicaraguan meat and shrimp are 
finding ready waxkets and the industries are being expanded rapidly, Various 
other Government*sponsored programs, which are planned to stimulate the economy, 
will contribute to future growth, Even the most optimistic estimates of future 
economic growth, however, hold out little hope for any sizable increase in the 
per capita GNP during the next few years, as the population increase tends to 
offset any increase in the total GHP, 


Nicaragua is undergoing a population explosion, The increment is estimated 
at 3.4% a year, The country has large tracts of undeveloped land which a feeder 
road construction program, when carried out, will open for more intensive develop~ 
ment. Thus this large pool of potential workers may be considered as a future 
asset, 1f the population can be moved to the new lands and given sufficient 
rudimente of modern agriculture to work them successfully, Another asset which 
this population gives the economy is the traditional adaptibility and willingness 
of the Nicaraguan worker, once he is trained, The high degree of illiteracy 
(about 60%) currently prevents intensive utilisation of Nicaragua's manpower, 


“Assuming @ projection of a GNP rise of 3 to 4% annually throughout the 
1960’ and a population increase at the present rate, the per capita rise in the 
GNP will be emall or non-existent and certainly not sufficient to prepare the 
country for "takeoff" during the next ten years. 


Bund Conditions 


The general contraction in the economy, coupled with the sharply increased 
tariff schedule, which went into effect in mid-1958 (but has never been 
published) hae severely cut trade, Importations of automobiles, for example, 
have declined from 880 vehicles worth $1,7 M in 1957 to 586 vehicles valued at 
just over a million dollers in 1959, Similar declines are apparent for most 
luxury and semi~luxury {mporte, As another indication of the troubles in the 
retail trade, one of the largest hardware stores in Managua has ceased al} 
credit purchases claiming that the risk of default has become too great to 
justify the additional saleo, Markups remain high, with 80% being customary in 
many lines, 


Agriculture 


Great attention is being given to increasing and breeding-up the cattle 
herde of Nicaragua and the Government is pushing this program through the 
Development Inetitute (INFONAC) and the National Bank, When coupled with both 
present and proposed expanded facilities for the processing of bedf in Managua 


TAL, SR LY 


| 


| 


ee ee Page 4 __of 








| ernctaL use omy | Buc, No 
mT 7 ) (Classification) aa No. : oa 


and the feeder road project which will reach into Chontales, the heart of the 7 


range district, there is reason for long“range optimiam, Although many 

farmers outside the Chinandega area lost considerably on cotton during 1959, 

the Chinandega area will continue to provide good cotton crops as the land there 
ie well suited for cotton, As Nicaraguan growers learn more about the scientific 
application of insecticides and fertilisers, the yield of the cotton crops is 
expected to improve, Continued Nicaraguan cotton production of at least 125,000 
bales a year or more can be projected for the foreseeable future, 


Coffee production will continue to increase slowly, as the relatively low 
per tree yields (1/2 pound per tree or less) area improved through more intensive 
methods of cultivation, but it is unlikely that sizable new areas will be brought 
under coffee cultivation, Crop diversification will continue, ae marginal cotton 
lands are gradually returned to uses to which they ere better suited and the 
Government # irrigation programs get under way, Banana growing on the Pacific 
coast may grow in importance as a domestic food producer and Nicaragua may once 
again become a rice and bean exfiorter. Other crops, such as pineapples, citrus 
fruits and fibers will also take a more significant place in the domestic 
economy, but it is unlikely that any of them will be large foreign exchange 
earners, although the limited exportation of potatoes and other food crops is at 
least theoretically possible. 


Agriculture will undoubtedly remain the mainstay of the Nicaraguan economy 
and efforte to estimate diversification and the growth of the cattle industry 
will begin to bear fruit. The projected feeder road construction program will 
asaisttremendously in the expansion of this sector, but continual efforts must be 
made along theese lines and agricultural extension services must be expanded if 
the newly opened lands are to produce anything close to their potential, The 
tendency of the large landowner to let thinge slide on hie lands while he attends 
to “more important mattere” of bueiness and profession must be overcome and the 
small holder will have to be educated almost from scratch, 


Induatry 


In the Pacific sone, the commercial and industrial heart of Nicaragua, only 
17% of the electrical output is devoted to industrial uses, The importance of 
industry in the Nicaraguan economy can, however, easily be overestimated by 
casual observers looking at Managua alone, Certain light and medium industries 
do prosper. It is hoped that the soluable coffee plant on the outskirte of 
Managua will demonstrate, for example, that a food proceming industry in 
Nicaragua can become a financial success, Should continued progress be made 
toward a Central American union, including Nicaragua, there is a good possibility 
that some of the industries that are attracted by this larger market will settle 
in Nicaragua, but there is little possibility that the country can expect rapid 
induetrial growth given the shortage of baeic raw materiale, particularly fuel, 


Atlantic Coast. 


The East Coast of Nicaragua is relatively isolated from the rest of the 
country, The primary means of communication is by air, although some passengers 
and freight move overland via the uncompleted Rama Road to the Mico River and- 
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then by barge down the Escondido River to Bluefields, A language barrier cour 
tributes to the isolation, English is widely used on the Atlantic Coast, par 
ticularly in the Bluefields area as the result of the long history of Britieh 
influence, and many of the other inhabitants speak Mosquito, a tribal dialect, 
rather than Spanish, All instruction in the public schools is now in Spanish, 
but only the wealthy speak and write good Spanish or English, The predominantly 
Negro and Mosquito population adds an element of radical difference between the 
two coasts, The completion of the Rama Road connecting the two coasts will 
solve at least part of this problem, Additionally, since there has been almost 
nothing done to exploit the area the land ie largely virgin and is said to be 
potentially very rich, 


The two foreign-owned gold mines, one American and one Canadian, the 
Nicaraguan Long Leaf Pine Company (WIPCO), and the French shrimp freesing and 
processing enterprise Casacrus, Ltd,, as well as the Blue Brothers plantation, 
have prevented serious economic dislocation. , 


The Blue Brothers plantation near Bluefields is planted in cacao using 
bananas for shade, While unfavorable results were obtained from Gran Michael, 
the common type of market banana in the U, 8,, new plantings in Cavandish, a 
strain more resistant to the Panama disease, appear to be doing well, They 
presently have 1,400 hectares planted or cleared for planting and the cacao is 
expected to begin production in 1962, Bananas are already being exported on a 
commercial scale from these holdings and said to be producing sufficient revenue 
to take care of current expenses until the cacao comes in, Cacao, by the way, 
was once a very important export commodity, but the plantations were allowed to 
fall into disuse when the price fell in the 20's and they have not been revived 
on a large scale until this time, 


Casacrug, @ French company, has a spall processing plant for crustaceans at 
Bl Bluff, across the bay from Bluefields, In 1959 202,238 frozen crustecean 
kilos worth $192,570 were exported, $183,220 worth of it to the United States, 
Almost all of this was exported by Casacruz, A new and much larger plant will, 
when complated this year, employ 300 persons in the Bluefields area and replace 
the Catholic Church ae the largest single employer, 


The Rosita copper mine, a aubsidiary of La Lus Mines of Canada, is getting 
into full production, In 1959 20857 tons worth $586,617 were exported and the » 
company expects production to reach 60 to 70 tons daily by September, 1960 which 
will put the mine on a profitable basis, There are aleo iron deposite of undeter- 
mined, but possibly commercial sixe, and other copper deposits which are potentially 
workable in the area of La Rosita, 


The La lus gold mine produces about §2,4 million per year and employs about 
1,200 men, The mine ie profitable and has fair reserves, Continued operation 
fe indicated, The Bonansa complex produces about the same emount of ore and also 
employs about 1,200 men, but proven reserves are ebrinking and these mines are 
probably approaching the “phase out” stage, 
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The Nicaraguan Long Leaf Pine Co,, which incidentally cute chiefly slash 7 | 
pine, is the only other large concern on the Atlantic coast of Nicaragua, 
Timber resources in the company's concession are estimated to be adequate for 
four to six more yeare, In 1959 20,023,933 board feet of pine worth $1,821,277 
plua much smaller amounts of other woods were exported from Puerto Cabezas, 
chiefly by NIFCO, 


Revaluation 


Rumora of devaluation of the cordoba were current throughout the year but 
the fear of devaluation was checked by periodic denials backed by a determined 
effort to achieve a favorable balance on current accounts by maintenance of 
restrictive measures, such as the requirement for the pre-deposit of funds in 
the National Bank for certain imports. There does not seem to be any advantage 
to be gained from devaluation by the GON, particularly with such a large percen™ 
tage of outstanding loane held by the Benco Nacional and IMFOHAC, The total 
policy wae succeseful as there wae a market surplus in 1959, There would, how- 
ever, be a temporary benéfit to exporters of commodities with world markets 
but consumption of imported goods would increase and the consequent price rise 
would increase the cost of living, These rumors will probably continue, but 
the GON ie giving considerable attention to reduction of the budget and greater 
fiscal control to prevent any devaluation and avoid an IM? borrowing or stand-by 
credit, 


The money in circulation at the end of 1959 wae @276 million ($39 M). This 
is G13 M or 3% less than wae in circulation in 1956 despite the population rise 
that has continued throughout the intervening years, The National Bank policy 
of keeping reserves at 28% of deposits, in line with a 1957 IMF suggestion, as 
a matter of antivinflationary fiscel policy, {# a major cause of thie contraction, 


From 1950 to 1959 when the Nicaraguan economy was expanding at a rapid rate, 
the particularly until 1936, little attention was paid to the steady increases 
in the value of imports which kept pace with or exceeded the booming exports, 
Foreign exchange reserves Were not accumilated to cushion a bad cotton or coffee 
harvest, The GOW took eteps in mid~1958 to counter thie through the introduction 
of increased tariff rates and consular fees, and by 1959 the effect wae sufficient 
to produce a favorable vieible trade balance of over 5 million dollars, If 
similar efforte had been made in previous years to restrict luxury importe and 
uee foreign exchange for development projects and building a surplus, Nicaragua 
would be in an enviable position today, Although the redress of the visible 
account balance of payments came at a rather late date it te most fortunate that 
the COM has enforces these meacuree during 1959, Most of the decrease in imports 
has been in the category II and III items of semi~luxury and luxury items and not 
at the expenses of development and capital equipment, Total imports fell from 
$60 M in 1957 to $67 M in 1959, Capital equipment imports also leveled off but 
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The poor cotton crop of the 1959-60 year will pose severe strains on the | 
balance of payments position of Nicaragua during 1960 as the exports will 
probably fall in the neighborhood of 15 million dollars or to about 57 million 
dollars, Government expenditures have been cut $38 M from 1959 and further 
decreases will have to be made in importe to preserve the limited foreign 
exchange holdings of Nicaragua, There is no possibility that this deficit, or 
even a major part of it can be made up for by the increase of other exports, 
It ie understood that an IMF drawing or standby loan is not contemplated at this 
time, Very stringent fiscal measures, among them, the limitation of insecticide 
importe to 180 daye, are plenned by the GON to praserve its financial position, 
Foraign Aid 

United States aid programs, coupled with international loans, have 
undoubtedly stimulated the growth of Nicaragua in the past ten years and will 
continue to do so, The various construction programs of arterial highways have 
been of particular importance in opening up the Pacific coast for commerce and 
in giving the agricultural producer access to export markets which were formerly 
denied him, Public health programs have contributed to an increase in life 
expectancy and reduced the incidence of cronic disorders euch ae malaria and 
dysentery, Educational assistance has aleo improved the literacy rate, The 
recently approved loan for the Tuma River project will have a progressively 
favorable impact on the economy; first, by providing employment, later by 
providing cheaper power aod finally by providing water for irrigation in the area 
northeast of Managua, The pending loan for feeder road construction, if approved, 
would also be of major significance in opening up underdeveloped areas, 


Nicaragua has an extraordinarily high degree of promptnese in payment of 
commercial obligations. This is brought about, at least in part, by the 
requirement that prior deposit must be made for all non-essential imports with 
the National Bank, There is evidence that some exporters, among them American 
firms, have been willing to advance the funds necessary for the prior deposit 
and collect from their Nicaraguan agent on an extended term baeie in order to 
strengthen the capital pesition of their agents, 


iL, &. Trade 


In 1950 the United States furnished $20 M of Nicaragua's $25 M worth of 
importe or 80% but by 1959 thie had fallen to $35 M out of $67 M imports or 
52%, A portion of this loss can be laid to Ruropean natione recovering the 
markete that were lost as a reewult of World War II when they were completely cut 
off from the Central American market, but the fact remaims that price competition 
from Kurope and Japan continues and U, 8. exports to Nicaragua can be expected 
to decline throwgh the coming decade, possibly with inoressed intensity, This 
ie particularly true if more importe are in the development category where price 
competition ie stiéeet, It should be added that there 10 considerable 
| preference fer the American product, but a price differential of more than § or 

16 fe difficult or impossible te overcome with preference, | 
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, The sixth meeting of the Committee for Economic Cooperation of the Central 
American Isthmus was held in late August of 1959 and was attended by all of the 
Central American, as well as the Panamanian, Ministers of Economy, Two measures 
dealing with procedures on equalization of import duties and free commerce were 
approved and Panama was incorporated into the activities of the program, As had 
been the case with most of the previous meetings of the Committee, no great 
progress toward integration was made, nor apparently expected, 


The February 1960 signing of the tripartite integration treaty between 
Honduras, El Salvador and Guatemala came as a distinct shock to Nicaragua, This 
event brought a re-appraisal of public and private thinking on Central American 
integration and its meaning to Nicaragua, There wae some discueaion of forming 
a "southern bloc” including Nicaragua, Costa Rica and Panama, but by the time 
of.the April meeting of the Ministers of Economy in San José, the GON was pushing 
for entry into the tripartite group and even for “immediate and full integration 
of all Central America without reservations", Such meausres were not, of course, 
accepted by the Committee, 


The eub"committee of the Central American Trade Committee will meet in July 
to negotiate the first list of free trade products and these, if approved, will 
be signed by the Ministers of Economy when they convene in Managua in August, 
It is possible that Nicaragua will become a full participant in the tripartite 
treaty at this time as well, A reluctanca to participate in a Central American 
bank and remaining pique over the first signing may prevent complete participation 
thie year, but such participation is so natural that it is only a matter of time, 


Nicaragua's current balance of payments sitygtion has curtailed present 
government spending, particularly in those areaafhich foreign exchange is 
required and future reductions are estimated to be even greater, Development 
projects and money destined for use in crop loane have been pared from the 1960 
budget, The cut wae 35,5 million, but 31,5 million of this is represented by 
conversion of the GON contributions to the social security institute from cash 
payments, with five-year treasury notes bearing four percent interest, Most of 
the decrease wae absorbed by cute of approximately one million dollare each in 
the Minietries of Economy, Development and Public Works, 


The semi-autonomous government entity, INFONAC, which has been a heavy 
investor in both industrial and processing industries such ae a slaughter house, 
the Matadero Modelo, two milk plante, La Salud and E) Hogar, the Lorena Shoe 
factory and numerous agriculturel projects, will not receive major infustone of 
capital by the Government during the coming year, Many previous years’ agri- 
cultural loans are overdue and with the exception of the slaughter house, the 
industrial projects are in a precarious financial shape, As this organisation 
presently has a staff of approximately 100 persons, many of them engaged in crop 

diversification and other projects on which future growth io to @ large extent 
based, any major changes in ite solvency or structure could have serious long 
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| tom effects, Inflation will remain a possible threat through 1961, if the | 
| Government curtalls consumer importa for balance of paymente purposes, Budget 
cute for FY 1961 are designed to avoid such curbs to the maximum extent 
possible, but departure from prudent fiscal management would increase the 
pressure on foreign exchange reserves, 


For the Ambassador} 
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The Nicaraguan economy remained in the doldrums this quarter, but very 
favorable crop estimates for coffee and a predicted increase in cotton produc™ 
tion improve the outlook for the last quarter of this year and 1961, Both retail 
and agricultural credit remain tight and no sales upturn is apparent, Strikes, 
particularly in the construction industry, had an unfavorable impact on the 
economy, Overt revolutionary actvity was negligible and had no particular effect 
on the Nicaraguan economy during the quarter, An austerity budget was voted by 
the Congress with the "development" areas in the ordinary budget taking the 
largest cuts, Foreign.loans, particularly the drawings on an $8 million credit 
from the Eximbank for agricultural development, will help offset Nicaragua's 
prospective deficit on current account in FY 1960, The GON hopes that the 
favorable and early coffee harvest expected this year, when combined with 
additional long-term capital importe and restrictive measures, will enable Nicara~ 
gua to avoid resort to another stand"by arrangement with the IMF such as those 
concluded in the third quarters of 1956, 1957 and 1958, 


Agriculture 


Preliminary estimates indicate improved cotton and coffee crops, Overdue 
crop loane from previous seasons continue to prove a banking problem, but loans 
are up to @54 M for the 1960/1961 crop compared with €44 M for the 1959/1960 crop. 
There ie considerable complaint by farmers concerning the National Bank policy 
of making crop loans only to the most efficient producers, Under the circumstances, 
it would be difficult for the bank to do otherwise, and the optimistic crop 
eotimates indicate that production has not been hurt, although development of 
some lands for future use has probably been postponed because of restricted 
credit, 


A total coffee crop of over 600,000 quintale (quintal - 101,4 pounds) is 
virtually assured for the 1960/1961 crop and sources in the Ministry of Agri- 
culture predict a 700,000 quintal crop, This compares with a total estimated 
crop of 498,000 quintake in 1959/1960. National Bank loans for coffee are ¢11 M 
for 1960/1961 compared with ¢14 M in 1959/1960, a decreaso of @3 M, Should the 
current crop prove to be a record, as preliminary figures would indicate, 
Nicaragua will have the benefit of exporting 88% of her exportable surplus 
(domestic consumption ie estimated at 50,000 bags) under the coffee agreement 
rather than having to adhere to her quota of 455,029.5 quintales with consequent 
foreign exchange gains for the coming year, 


There will be no carryover problem as soluable coffee is not included in 
the coffee agreement and the new soluable coffee plant (Café Solublé, 8,A,) will 
begin production this summer, This plant will have an eventual capacity of 
120,000 quintale yoarly although production in what remains of 1960 will more 
than likely not be more than 50,000 quintales. Should powdered coffee remain 
out of the quota, this will provide a fairly steady market for Nicaraguan over“ 
quota production and will no doubt be a spur to greater coffee production, 
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Praliminary estimates on the Nicarqguan 1960/1961 cotton crop indicate a 
slight increase from the 128,000 bale crop of 1959/1960 to about 135,000 bales 

for the 1960/1961 crop year. National Bank cotton. loane are $43 M for the 
1960/1961 crop compared with $33 M for 1959/1960, Most of the year's production 
will be concentrated in the Chinandega area down to the northwest boundary of 

Leon and the size of the loans granted is evidence of the Bank's confidence in 
these producers, Many of those areas which were formerly in cotton and have been 
taken out of it are now lying fallow or in pasture, but bananas, rice and tobacco 
are being planted on some acreage and more replanting is expected in coming years 
as these or other crops prove profitable. 


The redistribution of the U, 8, sugar quota should enable Nicaragua to 
profitably sell her 15,000 ton carryover as well as the estimated 35,000 ton 
export crop for 1960/1961. National Bank crop loans for sugar production resained 
at €2 M for 1960/1961, It is probable that given favorable market conditions 
Nicaragua will make every effort to expand her sugar production which has been 
estimated as being potentially capable of being doubled or possibly aven tripled, 


The beef cattle population is remaining relatively stable although imported 
blood lines are gradually increasing the average size of cattle, The projected 
construction of a cold storage plant at Corinto, coupled with the Matadero 
Modelo slaughter house, should just about end the exportation of beef on the hoof 
except for drives to Honduras and Costa Rica from the most remote sectiona of 
Nicaragua, Also, the lower cost of sea transport, as compared with air freight 
presently used, will increase the net meat earnings. No great interest in the 
Federation of Central American Cattlemen's Associations (FEGICA) is apparent 
among the Nicaraguan cattle growers, 


A decree prohibiting the sale of raw milk in Managua was recently published, 
but it was not extended to other cities, The INFONAC~backed milk pasteurizing 
plants, La Salud in Managua and Bl Hogar in Leon, are in financial difficulties 
gue in part to the price policies they have been following, Various counter- 
measures, such aa dropping milk prices from §1,10 to $.90 a bottle, for some low- 
butter fat types, the prohibition of raw milk sales in Managua, instituting a 
two~price system for milk purchases, and new management should improve their 
prospects, but whether they can be saved without more capital infusion cannot be 
told at thie. time, The private sector pasteurizing plants, La Perfecta and 
Kquisita, are understood to be operating at a profit and gaining customers from 
La Salud, There is opposition to the price rise in milk since the pasteurized 
product sells at ¢.90 to $1.10 compared with ¢.60 to ¢.65 for the raw milk, but the 
GON appears to be standing firm in ite decieion to prohibit raw milk sales in 
Managua, 


Fisheries 


The new freezing plant at Casacrur will soon go into operation, It has a 
rated capacity of 30 tons of crustacean daily and exports should increaso 
accordingly, 
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The GON has approved the application of Royal Dutch Shell for distribution 
rights in Nicaragua and is expected to approve Standard O{1 of California as well, 
Shell has a target date of October 15, 1960 for its firet stations, Esso is 
ready to begin construction of a 5,000-barrel a day refinery in about 10 months, 
Company officials expect construction to be completed by August 1962, Con~ 
atruction was authorized by Gacata Decree No. 155 of 1960, There is a possibility 
that Shell will also apply for a refinery permit, | 


Road Building 


Aside from a few relatively short stretches of paving, the only important 
highway construction projects for FY 1961 are the continuation of work on the 
Rema Road and the Inter-American Highway, where satisfactory progress continues 


to be made, 





Building permits issued by the Oficina Nacional Managua Building Permita 
de Urbanismo continued at very low levels, As a (Millions of Cordobaa) 


result of the Managua construction workers’ strike, Qtr, 1960 1959 1958 


June construction permits reached an all-time low let 5.0 9.4 7.2 
of $900,000 (about $128,000), The Gowerment's 2nd Ss i55,k 36 CSS 
budget for new construction for FY 1961 is only 3rd 6.6 6,5 


¢1,0@ M or about $140,000, There are few private 1 ene: oe aa 6a Be 


plane for major buildings and the increased 


building costes brought about by the strike Source: Oficina Nacional 
settlement may further hamper recovery of the de Urbaniemo 
construction industry, 

Money in Circulation 


Money in circulation on June 30 was ¢270,227,000 which is a slight increase 
from 268,625,000 in circulation on June 30, 1959, This was, however, a 
decrease from the €30] 268,000 which were in circulation at the end of the pre 


vious quarter, 


Both commercial and agricultural loans of the National Bank were up from last 
year, Commercial loans amounted to ¢338,816,000 on June 30, 1960 compared to 
¢310,062,000 the previous year, Agricultural loans increased from $32,771,468 
in 1959 to $43,401,029 in 1960, Although Nicaragua has no restrictions on the 
sale of foreign exchange for imports, the Minietry of Economy continues to use a 
oyatem of prior deposite on luxury items to discourage over-importation, 
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Foreign exchange accumulation during the;past Nicaragua's Gold and 
quarter of 1960 was less than half the rate in . ‘on Excha »] 
the corresponding periods of 1958 and 1959, Whereas (Millions of Dollara) 
there was a sizable foreign exchange accumulation End of 1960 1959 1958 
of $4,7 M during the second quarter of 1959, largely March 16,2 18.3 25,9 





the result of continuing cotton exports, and a June 13,6 23.0 25.6 
$300,000 decline in holdings in the comparable Sept, 13.3 13,1 
quarter of 1938, foreign exchange holdings in the — = 
second quarter of 1960 declined from $16.2 M to Source: National Bank 


$13.6 M or 16%, The poor 1959/1960 export crops 

of cotton and coffee are directly responsible for 

this decline, Despite this situation, there is no present indication that 
Nicaragua plans to request an IMP standby arrangement this year since an expected 
early coffee crop will start bringing foreign exchange into the country during 
the fourth quarter and the granting of credit until after the first of the year 
by foreign insecticide producers is expected by bank officials toconserve 
sufficient exchange to back the cordoba until then, The unexpected sugar quota 
increase will further aid in bringing dollar income into the country. 


Tuma River 


A World Bank loan of $12.5 M for the import component and a DLF loan of 
$2.5 M for local costs for the Tuma River project were concluded, The GON hae 
begun to assemble the etaff for the project dnd detailed planning will now take 
place, The constriction of access roads ie scheduled to start in November and 
work at the dam site should begin in January 1961. It is expected to eventually 
employ 3,000 men for the conetruction work, 


Business Conditigns 





Domestic trade remains depressed and the policy of some stores in refusing 
to extend more than JO days credit, and that only to preferred customers, seems 
to be apreading, The constricted funde of the National Bank due to overdue 
agricultural loans hae placed the busineseman in a credit squeeze, particularly 
because of the advance deposit requirement on importe on Liste IJ and III, 

Lower profits than usual will prove to be general thie year as it wae last yoar, 
but improved agricultural outlook bodes well for a revival in 1961, None of 

the larger enterprises have gone into bankruptcy or so far as is known changed 
hands, although the pulperfan (neighborhood grocery atores) seem to be undergoing 
a constant changeover of ownership, and some have probably gone out of business 
completely, Another factor in their decline fe undoubtedly the continued 

shift to supermarket buying. 
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The labor scene during the second quarter was dominated by two Communist~led 
strikes: the strike of 31 shoemakersa at the factory La California from May 30 
to June 24 and the strike by the Managua construction workers from June 21 to 
July 9 which idled an estimated 1,750 workers at its peak, 


California Strike 


The 31 employees of the California Shoe Factory owned by Rodolfo VARGAS 
Godoy went on strike from Monday, May 30, 1960 until the morning of June 24, 
Thus 382 manvdays of aight hours each were theoretically lost in the strike, 
Actually, the owner planned to fire a number of the workers anyway, and the 
settlement of the strike, which was reached at 1:10 a,m, on the morning of June 
24, provided that 14 of the 31 workers should be terminated with the one*month’' s 
termination pay provided by law, When the workers returned after almost a | 
month's absence, they received virtually the same wages as in effect on Saturday, 
May 28, The six~months collective bargaining agreement signed between management 
and the labor union provides that wages were to be the same, but actually some 
piece work rates have been increased by a few centavos, In the agreement, the 
union guaranteed the contract and assumed the liability for any damages caused by 
the workers, 


The Managua construction workers strike was the most significant strike in 
Nicaraguan history, Not since 1946 has there been a strike of such duration, 
Then the strike lasted more than 20 days but involved only one textile factory, 
Fabrica da Hiladoa y Tejidon PAYCO, which has since disappeared, Only 70 workers 
were idled compared to the 1,750 who were estimated to be idle during the peak 
of the recent strike, The last recorded strike in Nicaragua, the April 1957 
atevedores strike in Corinto, for example, only involved 500 stevedores and only 
lasted seven days as the result of the direct mediation of President SOMOZA, 


Above all, the present strike io known to be part of a long range Communist 
plan, The Managua construction workers were organized in the Commnist~led CGT 


union, the Bindicato de Carpinteroa, Albafiiles, Armadores, y Similares, which 


maintained effective organization and discipline Ehcqughont the three-week strike. 


The strike was settled on July 9 with an eotimated loss of 24,797 man=days 
of eight houre each, The settlement wae in accordance with the formula proposed 
by the Government after the etrike had been extended by the union from the sight 
major construction companies to all construction eites in Managua, including 
Government projects, Before a settlement wae reached with the major construction 
companies, the union had accepted the Government formula with regard to Govern- 
ment conetruction and with regard to a number of emall contractors who were 
unwilling to hold out after the Government reached a settlement. The Government 
formula was a 50% increase in all hourly wages, which it is estimated applies 
only to approximately 5% of the strikere, and the establishment of piece work 
rates for the remainder of the workers in accordance with the schedule of rates 
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paid by the Department of National Construction before the strike began, ec, 
timekeepers and property control clerks on the construction aites were ex¢luded 


from the settlement. 


Management and President Somoza are agreed that the formula ie cheaper for 
the construction companies than their own final offer of a 10% incrdase in 
hourly wages and a 10% increase in their own piece work rates, which was rejected 
by the union, In addition, management obtained agreement that the new wages 
would apply for two years, The final agreement between the major companies and 
‘the union aleo provided that no employee's wages would be reduced by the settle~ 
ment, but management interpreta thie clause to apply only to hourly wages and 
not to piece work, There is thus already considerable dissatisfaction concerning 
the settlement among the majority of the construction workers who consider that 
they were defrauded by their union leadership, Some even would like to return 
to the wage system prevailing in the major companies before the strike was called, 
The issue may well come before the special three man Arbitration Tribunal 
established by the agreement between management and the union, The Tribunal has 
a representative each from management and the union and the Inspector General of 
the Ministry of Labor as impartial chairman, 


Summarizing the significance of the strike, management lost little and the 
vast majority of the workers gained little, 1f anything, in financial terms, 
The real gains were achieved by the Communists who had only a handful of members 
in the Sindicato de Carpinteros, etc. six months ago and now have organized about 
2,000 construction employees in Managua, They have also gained an impressive 
slogan of having obtained a 50% wage increase, aven if thie slogan does not stand 
up under close scrutiny, Bmboldenad by their success in the construction industry, 
the Communist~led Confaderacién General de Trabajo (CGT) is now pushing forward 
in an attempt to organise the numerically and strategically important retail 
trade employees in Managua, heretofore, the exclusive territory of the pro 
Government CNI and the non~Communist FSL, 





The GON FY 1961 budget document shows estimated total expenditures for 
FY 1960 to be @272.6 M, including settlement of obligations undertaken during 
the previoue year, In addition, there is a carryover into FY 196] of an eotimated 
$15.4 M of obligations from FY 1960, Of the ¢15.4 M, $3.4 M represents the unpaid 
portion of the cotton subsidy approved in March 1959, and the remainder are 
miscellaneous pending obligations, Total government revenues in FY 1960 are 
estimated to be 287.9 M of which ¢251.6 M represent ordinary revenues, $20 M 
represent « loan from the National Bank, @11.556 represent Treasury notes sold 
to the National Bank, and €4,774 M represent the proceeds of foreign loans 
(IBRD €574,000 and EXIMBANK ¢4,2 HM), The apparent surplus of $15.3 M from FY 1960 
operations, aa well as some small remaining Treasury cash balances, are used to 
pay the €15.4 M unpaid obligations, leaving a disposable Treasury cash balance 
of $62,650.74 (about $9,000) according to the FY 1961 budget document, 
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L The GON budget for FY 1961 shows estimated revenues of $247,552,000 and 
expenditures of €246,337,239. In comparison with the previous year, the 
Government is anticipating a decline in import duties of ¢7,2 M (from $119.2 to 
$112 M) and a 2,9 million decrease in reimbursements for Inter~American Highway 
construction, but increased revenues from virtually all other sources including 
a onetime sale of ¢1.5 M of government buildings, On the expenditure side, 
the Ministries of Public Health, Labor and Education received token increases, 
but every other branch of the executive received a cut, The Ministry of Develop~ 
ment and Public Works with a reduction of ¢12 M, the Ministry of Kconomy with 
$8 M, and the Ministry of Finance with €7 M were the agencies principally 
affected. 


Autonomous Government agencies also recelved substantial reductions, The 
Ministry of Bconomy's budget contains a provision for allocating $1 M of the 
$3 M contribution which the GON is obligated to make to the Nicaraguan Housing 
Institute, INVI, but the latter's budget reveals that it is not anticipating 
either payment of any part of the obligation or the GON's debt of $340,00, 
Furthermore, the Nicaraguan Development Institute (INFONAC) will recaive ¢5 M 
of fivenyear 4% Treasury notes, instead of the GON's promised cash contribution 
of the same amount for the Institute's capital fund, The Nicaraguan Social 
Security Ineatitute will also be paid by the Government in five~year 4% non 
negotiable Treasury notes for the Government's ¢3,9 M in overdue contributions 
from FY 1960 and for its contributions totaling $10,558,954 in FY 1961, These 
operations will result in the Institute drawing down virtually all of its 
accumulated cash reserves, 


In addition to the ordinary budget for FY 1961 discussed above, there is 
an extraordinary budget of $16,250,723 for such projecte as: the Tuma River 
project, the extension of the telephone network on the Pacific coast, completion 
of the port of Corinto, construction of the Inter-American highway, and aid to 
the coffee industry, The GON plane to finance these projects with the antici- 
pated ordinary budget surplus of ¢1.2 M, drawings of ¢2,9 M from the BXIMBANK 
loan for the Inter-American highway, and whatever part of a proposed ¢14 M 
five-year 47%, Treasury note iesue may be required, 


Domestic public debt as of June 30, 1960 wae $34.9 M, As a result of the 
Government's intention to pay $14.5 M to the Nicaraguan Social Security Inetitute 
in five-year 4% non-negotiable Treasury notes, ae well as the issuance of the 
¢19 M of Treasury notes for INFONAC and the extraordinary budget, the total 
debt should almost double by June 30, 1961, 


Foreign public debt will decline from ¢28,4 M to €22.6 M during FY 1961 as 
a result of subetantial repayments of two IBRD highway loans which will more than 
offset expected drawings of ¢2,9 M from the EXIMBANK for the construction of the 
Inter~American highway. 


For the Ambassador: 
Congr teutor' Clk aM 
Fichapin - pages 6,7,& 8 John D, McAlpine 


Third Secretary 
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Introduction 


The economy of Nicaragua showed no signs of escaping from the lethargy 
that has gripped it for more than a year. Most sectors of the economy seen 
to be awaiting the outcome of the cotton and coffee crops which will be 
harvested in the next six moths before they take any new decisive action, 
Both harvests are expected to be better than last year. Unless there is some 
presently unforeseen disaster to these major export crops, an upturn of moder- 
ate proportions can be expected after the first of the year. Foreign exchange 
reserves eroded steadily during the quarter and presently are at an unusually 
low level, but the GON still has not decided whether an IMF stand-by loan will 
be required. The cost of living has remained constant or declined and no in- 
flationary pressures are evident in the econony, Retail credit is tight and 
sales are low. Overt revolutionary activity and large-scale strikes did not 
affect the economy during the quarter. A wave of strikes has ocourred since 
the quarter ended which will adversely affect retail trade. 


riculture 
The predictims for the Nicaraguan coffee crop for sanething over 600,000 
quintals (quintal - 100 pounds) remain unchanged with the crop in the Matagalpa/ 
Jinotega area perhaps 10% less than the 1959-40 crop, but that in the Carazo area 
significantly greater than the previous season, 


The Nicaraguan cotton crop will be somewhat greater than the disappoint- 
ing 1959-60 production, A smaller acreage was planted this year, particularly 
in the Managua area where most of the former cotton land is now either fallow 
or in other crops, Farmers on what land remains in cotton report every pros- 
pect of a bumper crop. The Chinandega crop appears to be progressing nicely, 
despite the fact that some late plantings were dromoed out by heavy rains. 

An wofficial industry source suggests that the 135,000 bale ostimate generally 
given by government sources and reported earlier by the Enbassy may be too low, 
and this source states that on the basis of his investigations the crop may 

well go over 150,000 bales. He also states that the quality of the crop should 


be improved over that of the 1959-60 crop. 


‘The canparatively optimistic agricultural outlook is further brightened 
by an increased rice yield which should be sufficient to allow sane surplus 
for export. The corn crop will be sufficient for domestic needs with a 
surplus left for export and the banana and plantain output on the Pacific 
side should also be improved, 


Knoouraged by the present apparent sugar shortage in the world, and by 
the firmer prices that that commodity has had thie yoar, Nicaraguan growers 
are increasing acreage and there ie discussion that more and more modem 
mills may be noeded, There is no questin that moder mills would increase 
sugar production, with no increase in acreage, as many of the mmaller mills — 
are quite inefficient and wasteful, The 1960/61 sugar production 16 ostimated | 
at. between 1,500,000 and 1,700,000 quintala. 
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An increasing emphasis on the cattle industry remains a major program | 
of INFONAC, and is apparently bearing fruit, Meat is presently being air- 
shipped to Puerto Rico, where it has received remarkable market acceptance 
according to the exporter, as well as to the Cmtinental United States. In 
addition, meat is being shipped to Guatemala by refrigerated truck and thence 
by ship to New Orleans, This is said to result in a saving of halt a cent a 
pound in comparison with direct air shipments, 


The problem posed by the continued losses suffered by the government- 
supported La Salud dairy has resulted in a complex series of meetings, re-~ 
criminations, plans and comter-plans. A loss pool in which the private 
dairies Will share in the losses of La Salud has been at the core of most 
of the polemic. Due to a chronic over=production of pasteurized milk and of 
industrial milk products as well, the mly solution for this industry appears 
to be the export market. Nicaraguan milk products aro, however, high cost. 
due at least in part to low per cow yields, and there is little possibility 
that these products could canpete on the world market without government sub- 
sidy ..,. unless the prices paid to producers are lowered, 


Industry 


Neither the Casacrus freezing plant in Bluefields nor the soluble coffee 
plant in Managua, the two major industrial projects under construction during 
the quarter, have been completed, though both are virtually finished and should 
be completed before the first of the year. Casacrus is attempting to negotiate 
the lease or purchase of a fleet of United States shrimp boats, in anticipation 
of augmented needs as a result of the new capacity. In addition, several small 
plants have begun operation during the quarter. The most important of these 
is a amall factory making naile in the town of Masaya, 


General Mille, in cooperatim with a local firm is planning to set up a 
wheat flour, corn flour and feed mill in Chinandega. This plant, which is 
apparently being set up in anticipation of Nicaraguan adherence to a Central 
American common market scheme will be able to satisfy local needs for all of 
the above products and have a considerable surplus left over for export. A 
polyehtylene processing plant may also be installed in the near future. 


A two-million dollar debt that has been owed isso by the Nicaraguan 
National railroad was settled recently by vote of tho Natimal Assembly. 
Keso officials have apparently not settled upon an exact site for their 
proposed refinery as yet, although the sites that were previously selectod 
are still being considered, Noither Standard of California nor Royal Dutch 
Shell have made any moves toward setting up a series of stations in the 
country, although both of these companios retain thelr staffe in Nicaragua 
and are apparently hard at work in proparing the basic ground work for their 
operations. 


UNCLASS FLED 





Pape A susdit 


| UNCLASSIFIED oT a {a 
(Classification) Desp, Noh... 


From.Managua . 


Construction 


The construction industry continues to operate at a depressed level, and 
the only inmediate relief in sight is the large-scale construction of gasoline 
stations that may begin during the coming quarter. No locally based upturn 
in construction can be expected before foreign exchange returns from the 
cotton and coffee crops begin to come in after the first of the year, 


Work on the first stage of the Tuma River Project is scheduled to begin 
next quarter. This will be the construction of access roads to the dam site. 
The only bidder on this phase of the cmstruction was Nello Teer, an American 
company. It 1s possible that the road project will be re-opened for bide with 
revised specifications. Bids for the main stage of the construction work are 
also scheduled for opening in the coming month. It is known that large numbers 
of both United States and Muropean firms have at least expressed an interest 
in the project, though how many bidders there will actually be is unknown. 


Road building activity was mainly confined to continued work m the 
Inter-American Highway and the Rama Read projects. Ingineers m these 
projects report that work is progressing according to schedule. 


Business Conditions 


General business cmditinns remain depressed, and some of the largest 
firms are now being caught in the squeeze. One of the largest supermarkets 
{n the country will probably contract ite operations before the end of October 
due to a miscalculation of cmsumer buying power, Other major firms report 
continued unprofitable operations and sales cmtinuing at low levels. Retail 
credit remains restricted and mly the very best risks are givm terme better 
than 30 days. No inflatimary pressures, except the possible long-term in- 
fluence of a widespread demand for wage increases, are noticeable in the 


ecanamy. 
Labor 


The most significant development in the labor field was the split in the 
Coummist-directed Confederacién General del Trabajo (0GT). The Nicaraguan 
Coommists blocked the reelection of Secretary General Roberto GONZALEZ, who 
has been in office since 1955 and who has been attacked for his support of 
the Government at critical times, The Communist candidate, Humberto Gabuardi , 
was successfully opposed by Andres KUIZ Escorcia, who with Government support, 
received a oe vote majority at the OG Congress in lUvas om September 15. 
Gabuardi and his supporters raised such a protest that the Congress broke up 
without electing the remainder of the Executive Committees. The Congress was 
resumed in Corinto on October 8-9, 1960 when forty-four unions supporting 
Ruis oampleted the election of an executive coamittes, while Gabuardi sup-— 
porters boycotted the Congress. Roberto Gontales had called a plague on both 
houses and refused to stand for election to any office. 
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strife continued in the construction industry throughout the quarter as 
the rank and file in the Managua construction mio expressed dissatisfaction 
with the settlement accepted by its Communist leadership,. The issue finally 
boiled over in a three-day strike against a large Managua construction company, 
Meanwhile, a more favorable settlement was obtained from all the conatruction 
companies by the non-Commmist Le& union which ie affiliated with the Nueva 
Federacién Democratica de Trabajadores de Lefn. A strike in Matagalpa against 
the largest construction company in the country, which has a cmtract for 
municipal improvements under a DIF loan, began October 17, 





Continuing discontent in the shoe industry which led to the California 
strike in June, see the previous quarterly report, has resulted in a two- 
month long strike in another small Managua shoemaking shop, Peralta, The 
workera are seeking compliance by management with the Social Security and 
and Labor Codes. The strike broadened during the first weeke of October 
to a total of over thirt¥”Pfne Comunist-led Shoemakers Union originally 
requested a 75% increase in wages, but is reportedly ready to settle for 
considerably less, The small independent shoemakers are feeling the con- 
petition of the big new shoe factories and are reluctant to grant wage in- 
creases, A total of perhaps 500 to 600 men have been on strike, Perhaps 
me hundred have returned to work in five shops which have granted 20% to 
25% wage increases. | 






Foreign Exchange 


Foreign exchange reserves are as low as they have been in any third 
quarter in recent years. The GON has adopted stringent measures to curb 
luxury imports in an effort to prevent further erosinn during the rest of 
the year and has sought extensive prepayments for 1960-61 crops, As far 
as is possible, in keeping with an effort to maintain good international 
credit, payments for goods requiring foreign exchange are being postponed. 
Government fiscal authorities are understood to be making every effort to 
maintain cordoba reserves and some measures requiring the increase of duties 
on Uist Il] items may be enacted before the close of the year. Whether the 
government, will be forced to request an IMF stand-by credit continues to be 
a matter of speculation in the country, although it is Imown that some govern- 
ment officials are certain that such credit will be required before the end 
of the calendar year. 


Government Fiscal Operations and Policy 


Government fiscal operations have been somewhat strained by the cut 
in imports brought about by the continued ecmonic depressing, as woll as 
by the GON policy of restricting imports, Since customs duties are tra- 
ditdmmally the major source of government revenue, thie drop has led the GON 
to tighten its efforts to collect taxes already imposed and to begin a search 
for other possible sources of income, There is every possibility that the 
government will have to resort to deficit financing this year, despite a cut 
in the budget as compared with the previous year. 
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_ Central American Market Integration 

At the Economic Ministers” Meeting now rescheduled for November in 
Managua the GON is expected to join El Salvador, Guatemala and Honduras 
in signing a new Four-Power Treaty. It is understood that the CEPAL 


suggestions m timing, tariffs, etc. will be the basis for this agreement, 
without significant change. 


For the Chargé d'Affaires a. i. 


Anthony C, Albrecht 
second Secretary 


Contributor: F. L. Chapin (Labor ) 
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APPENDIX 


EQONOMIG INDICATORS IN NICARAGUA 





Qtr. 1960 1959 1958 





Source: Oficina Nacional de Urbanismo 


COST_OF LIVING 





End of Ind of End of 
Sept, 1960 ~ June 1960 Sapt, 1959 

Food, beverages 
and tobacco 301.69 305.08 317 Bs, 
Housing 68.77 68,77 68.77 
Canbustibles 23.66 23.66 23,66 
Clothing 27.06 27.00 26,98 
Others 110,22 110.22 oe 9 
Totals 591.40 5M T3 M7 Oh 


*Family of Five 


Source: Director General of Statistics 
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GOLD AND FOREIGN EXCHANGE HOLDINGS 






Nicaragua’s Gold and Foreign Exchange Holdings 
Millions of Dollars | 
1960 1959 1958 
16.2 18.3 2549 
13.6 23,0 25.6 
9.5 1303 13.1. 
National Bank 


Hills and Coins 
Deposits 
Totals 


Trade and Commerce 
Industry and Mining 
Agriculture 
Government Intities 
Others 

Totals 


MONEY IN CIRCULATION ~ Sept. : 





oni alee eee a 


Cordobas ) | 
Sept. 30, 1960 June 30, 1960 Sept. 30, 1959 
120 44,5 ,000 122,181,000 119,861 ,000 
138 94,4 ,000 148 01,6 ,000 per 
259,389 ,000 210 , 227 ,000 2,173 ,000 
LOANS 
(Cordobas) 
Supt. 1960 June ,1960 Sept. 1959 
77 699 ,000 93,610 ,000 66 4479 ,000 
55 ,036 ,000 52,389 ,000 hl, 522,000 
199,182,000 167,980 ,000 201,153,000 
8,01, ,000 7,674 ,000 8,513,000 
18,923,000 17,163,000 +1719 ,000 
358,45), 000 rare SRT ,000 
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SUMMARY 


Two Embassy officers visited the port of Corinto, Chinandega, the 
capital af the Department of Chinandega, and El Viejo, the three largest 
towne in the Department. Everyone with whom the officers talked was in 
agreement that the situation in the Department could best be summed up as 
prosperity and a desire for the continuance of existing political peace in 


the Department. 


Corinto 


In Corinto, there was less prosperity than in the other parte of the 
Department, but two freighters and a large fishing vessel were in the port 
and the movement of cargo coincided with the finishing touches on Phase I 
of the construction of the new Corinto pler. The Panamanian contractor, 
who had won the bide for the second phase, had his equipment in operation 
and the steel girders of the large transit sheds on the pier were rising. 
Mr. George Ulrich, an INFONAC expert, traveled to Corinto with the Mnbassy 
officers and explained the expansion plans of the Matadero Modelo (see 
Hmbassy Despatch 123). Hie visit was to discuss the installation of a 60 
ton storage warehouse for frozen meat in the new transit sheds, 


A temporary work stoppage had developed earlier inthe morning of 
October 23,48 a rosult of a continulng dispute as to whether standard 
weight sugar bage should be weighed before loading. ‘The stevedores and 
longshoremen are paid by the weight moved, and thus they had {noisted on 
a scale for the weighing of all general cargo in order to receive fuli-. 


payment for the woight moved, 


Heretofore, they had accepted all sugar’ hens 


OS92Z-cClL/oo‘zigs 


©) 


‘i, 


from Ingenio San Antonio without insieting that they be weighed. A dispute y. 


arose several weeks “ge aout, loading old and solidified sugar by Aunpiny, 


it from bage through 
ed ohip, instead of lowering and stacking the sacks of sugar in the hd@lds 
ded 


Di 


A work stoppage occurred for several dayo, bul the ship was finally 1 
| Now, the er — that, the SCALA —_—- “ee O 
eats 


bi vd web i. 

















INT ii AMMLTICAN fis ; | 
FUchapin: db | OFFICIAL use onky "f ~ 
NEFONTER nee cei : : ped ts 
~ ACN. onan ‘ Sere as r f* ilu f 
ae tAnPeY ° vf 
OEFiLen - (ATE GF : UME. TUN Amel 
caivtanksied, lil. eee oo LTO AME re 5 Pale 
ACT ION COPY — DEPARTME STATE 


The ai tic office Hisicl peliari this jie fh iiidive tit revurd ruby aT HM / It files with Ail efidupsenecdil wf eligi taken 


{ally contrived gratings on the holds of ‘a hs 


| 


a 


ee i eee 5 Rar ee er ere it Se A ar ‘ = a . vill 
Ea 





™ — Page.-2....-of 
| - OFFICIAL USE ONLY | Endl, Ne si 
(Classification) Desp, No... 
| From. Managua... ie 


workmen who would be employed, if the scale were used, should be paid, whether 
or not they actually weigh the sugar in standard weight bags. A compromise was 
evidently reached, by which the men who would normally be iil if the scale 
were used received a partial payment. 


The temporary work stoppage was desaibed to an Embassy officer as merely 
symptomatic of continuing labor demands. Management-Labor relations were generally 
described as good, but a future diapute was anticipated as a result of the new 
plier which will eliminate the need on the new section of the pier for railroad 
flat cara to move import cargo from shipside to the customs transit sheds. Fork- 
lift trucks will be used to move cargo unloaded onto the pler from the ship's 
hold on pallettes to the new transit sheds on the pier itself. Also export cargo 
can only be unloaded from flatcars to ships with long booms and then only from 
the outer of two railroad tracks. Thus a number of jobs will be eliminated. 

A complaint from the trade uniona can be anticipated. Another demand for 4 
general wage increase was possible when the major export season got underway at 
the end of the year, the Embassy officer was informed. 


Corinto has long been known as a town which eschews politica in favor of 
purely economic issues and the same situation still prevails. It is difficult 
to get anyone to talk politics, but business or labor conditions are another 
matter. Talking with Don Juan VASSALLI, the head of one of the largest and 
longest established shipping agents and freight forwarders, he said that business 
for the moment was good. Imports, notably Japanese toys, were pouring into the 
port for the Christmas trade, although based on the state of the economy and 
particularly dwindling foreign exchange reserves, import curbs should be imposed, 
Mr. Vasealli said. Mr. Vassalli said that business had increased so mich that he 
had hired extra office employees. The long term was not good, however. Mr. 
Vassalli passed on the comment of an English bank manager resident in Nicaragua 
that "looking beckon 1960 from the vantage point of 1962, 1960 will look like 
paradise". Mr. Vassalli and apparently the banker also were bearish about the 
long texm prospects of Nicaraguan cotton, except in the very favorable area 
around Chinandega. 


Chinande pga 


In the town of Chinandega, the Mayor, Alfonso CALLEJAS M., radiated the 
confidence which comes from prosperity, although he complained ae all municipal 
officials in Nicaragua do of the lack of income to carry out Improvements in the 
town. He has paved a considerable number of atreeta in the two years he baa 
been in office, rebuilt the main park into an attractive recreation area, and in 
now immersed in two pet projects, an orphanage for thirty boys from Managua, 
who were under the custody of the police there, and a workers’ housing project. 
Mayor Callejae had received a loan from the Nicaraguan Housing Inatitute to 
build twenty houses, but the Mayor's eyes shone aa he described the economics 
which he had been able to mke Lo squeeze thirty houses out of the same amount 
of money. He bad a large tract of land on which he hoped eventually to bulld 
n hundred or more houses. The walle of the first houses were juet. being built 
using an econanical hollow Nicaraguan brick, Chiltepe, which the Mayor had 
— bought at a special “price because hie aon was the roommate in the United Utates 
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of one of the owners of the company. 


furning to politics, the Mayor said that Chinandega had been very quiet. 
{here had been only one bomb. ‘The Mayor confided that the chief reason in his 
opinion, other than the general prosperity, was the fact that the local Guardia 
commander had at the beginning of the state of siege called in the outstanding 
left-wing leader, Plutarco ANDURAY Palma, and had threatened him that if there 
were any violence or any bomb explosions the Guardia would not look for the 
culprit, but merely throw Anduray into jail. The threat had been effective. 


The Mayor said that hie personal solution for the national political problem 
was to have the two traditional political parties agree on a joint candidate. 
Asked who such 6 man might be, the Mayor said there were dozens of people. A 
good man would be desirable, but it did not really matter who became President 
ag long as both parties agreed. He said that he was openly advocating this 
solution, had informed the President of his views, and had received some support 
from local Conservatives. lie admitted that he was almost alone ‘in his advocacy 
of this solution, however. 


On the local scene, the Mayor ssid he was happy to see the PCT reorganize 
and reestablish itself. He said that Dr. Rafael PANIAGUA Rivas was the leading 
figure in the Conservative Party. Relations between Conservatives and Liberals 
were good, and just two nights before all of Chinandega society, whether Conserv- 
ative or Liberal, had joined in honoring 4 wealthy Conservative who had given 
a large sum for the construction of a school in Chinandega. ‘The Mayor claimed 
to haye the support of the vast majority of Conservatives in his town. 


The Mayor derided the Liberal Independents as a club of Presidential hope- 
fule and said that there were only two or three other members aside from Anduray 
Palma. ie dismissed the PCN and its Deputy from Chinandega, Dr. Juan MUNGUIA 
Novoa as of little importance politically. The JPN, too, was not very active. 


Mayor Callejas shares with PLN Deputy Jose ZEPEDA Alaniz, the distinction 
of being the leading Liberal in the Department of Chinandega. Zepeda is the 


Chinandega representative on the Nation Ma ie. UR ee whereas Callejas 
is the Mayor of the most important town/ Hh ER, he Urpeot in the country. 
Callejas also is the only active political leader in the town who was elected 
Mayor of Chinandega in an open election. Hie stature ie increased by the fact 
that the Jefe Politico, Ernesto PEREIRA is sick and slightly senile. Callejas, 
who is nol a young mn, ways that he would be happy to leave his post which is 
quite a drain on hie energies, bul he is also anxious to complete hia projects, 
such as the workers' housing development. As one of five coffee yrowers in a 
Department largely devoted to cotton growing, Mayor Callejas isa an oddity, but 
one Of his sone fe an active cotton grower wreatly concerned about the improve- 
ment. of Nicaragua's cotton crop. ‘The Mayor takes great pride in the fact that 
his son personally recnited eleht or ten entomologiets in Mexico to advise the 
Chinandega cotton farmers on proper use of insecticides and pest control. With 
their presence throughout the cotton vrowing season, the Chinandega farmers 
expect a higher yield per acre at a considerably lower cost because of more 
timely and less wasteful spraying. Mayor Callejas is very pro-American and most | 
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‘of his children went to college there. He also lived in the United States will 


a year and & half and marketed @ brand of liquid coffee essence on the west 
coast with some success. 


El Viejo 


Mayor Callejas accompanied the ltmbassy officers on a trip to El Viejo. ‘The 
five kilometers from Chinandega to Kk] Viejo were lined with cotton fields. ‘The 
best cotton land in Nicaragua stretches from Chinandega to the north and west 
and there is also a sugar mill in the area. The Mayor of El Viejo, a town of 
about eight thousand with another seven thousand within the borders ef the 
"municipio", ie Enrique PICHARDO, unassuming dry goods retailer who has made the 
history and particularly the Indian archSeology. of the Department his hobby. The 
Mayor has an extensive collection of rare Indian pottery. He ie writing a book 
on the history of E1 Viejo, which boasts one of the oldest Spanish colonial 
churches in Nicaragua and a statue of the Virgin to which miraculous powers are 
attributed. The town was also the scene of Honduran invasions and fighting 
between adherents of Sandino and the Government. 


The fertility of the cotton lands is not reflected in Fl Viejo itself, as 
the landowners live in Chinandega or Managua and the municipality has Little 
retail trade which it can tax. The town has no paved streets or minicipal 
facilities to speak of. ‘The news of the DLI loan to the municipality of Matagalpa 
for public improvements has whetted the Mayor's appetite for 4 similar loan, 
but it 16,of course, only a fond dream, given the limited resources of the town. 


Politically, 1 Viejo is calm, the Mayor said, with the JPN an organization 


which he reads about in the paper. There is no opposition to speak of in the 
town. Everyone is too busy earning his living. 


For the Ambassador: 





“Vasleck f 


Frederic L. Chapin 
Second Secretary 


OFFICIAL UGE ONLY 


/ 
~¥ 


pRIORITY — 
, (Security Classification) 


FROM 
TO 


REF 


For Dept. 
Mre Only 


lacTiGgn | 
| Assia Li ti) 
| HAME OF Orricen 


| GQ cirri 





ay iat 5 oe 


“D0 0 NOT TYPE IN HIS SPACE 


pri 2f60 


AR inn bd 


emma A i 









Air Pouch gz OFFICIAL. USE ONLY | ) ye" 






FOREIGN SERVICE DESPATCII yaad 


AP | 
: 

AmEnbassy MANAGUA Pm fis ‘the 
nr 28, 1960 


THE DEPARTMENT OF STATH, WASHINGTON. acne sl 
DAIL. 





ar =< ie lusawn3ao Sry 


OCT 25 oh 


te ‘1 ‘tals fit net #3 £3 Een Ges 20-1 


SUBJECT: POLITICAL: Visit to the Department of Rivas pp y- 4 Way. ¥ 


ft 


The action office myst pefurn fhi pepyanent peourd rapy {a RM/E 


ia 
“7 
————————— 


- SUMMARY 


Two Embassy officers visited the towns of Rivas and 
San Juan del Sur, the principal centers of population 


in the Department of Rivas and met with local officials OO 
and politicians. The political situation was described ~_ 
as calm, and the principal concern was the sale of liquid N 

milk. ° 
O 
Economic () 
— N 
The Department's major industry is cattle raising and cheese production, 
but the largest profite are from the sale of fresh milk. ‘The Somoza family O 
owns &n old and small scale sugar mill, Ingenio Dolores,near Buenos Aires, ") 


& hamlet not far from Rivas. Sugar cane cutting will begin on November 20, 
and thus there were only 4 handful of maintenance workers on hand. The 

mill has been progressively modernized in recent years and much electrically 0) 
operated machinery from Germany and England, and some from the United States, O 
has been installed. The mill produces ite own electricity, using wood and 

the cane waste ao fuel. ‘The mill has a neat appearance and the few houses 

which have been built for supervisory personnel appear clean ani recently 
painted. The mill gives the vieitor a far better impression than the enor- 

mous mill of the Nicaraguan Sugar Ketates at Chichigalpa. 


Adjacent to the mill, President Somoza has built an attractive hideaway 
cottage with o swimming pool and an ample well-tended lawn, surrounded by 
n high brick wall. Both the President and the General and their v 
reportedly enjoy visiting the spot. al 


VV2 


In & general conversation with several landowners and public officials, 
the consensus was that there Gre five big landowners or “Jatifundistas” in 
Rivas. The Somoza family wae the largest,owning outright a minfm e 
16,000 hectares and having substantial share interests in seoyeiies s with 
twice that amount of land, Half of the ioland of Omotepo was said tp belong 

to to the President's family..U oid of bie present, the brother of ‘of 
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five to six thousand hectares, but he did not consider himself a latifundista. 
He estimated that two brothers of Indalecio PASTORA Sr. each owned between 
seven and ten thousand hectares. There were two other landowners of approx- 
imately that size, The remainder of the land was widely divided, Dr. Adolfo 
MARTINEZ Talavera, the PLN Deputy from Rivas insisted. 


| HOLMANN who manages the family estates, said that his family owed between | 


Education 





With the Maya; Alfredo URCUYO, and other municipal officials, the Embassy 
officers visited the public high school which has one hundred seventy-five 
students, including some who combine regular academic courses with vocational 
training etimulated by ICA. The first class to complete high school and ob- 
tain the bachelor's degree graduated in February 1960. Economic pressures 
had in the past forced many students to discontinue their studies, but the 
Director of the Institute, a Chilean who has directed the school in Riwas for 
seven years, has formed a parents committee and is integrating the school in 
conmunity life through a series of weekly radio programs over the local station 
which are well received by the parents. Thus, the Director reports that more 
and more parents are permitting their children to extend their education. 
Directly associated with the high school is a primary school for 220 boys, 
and there is algo a primary school for girls in Rivas. In addition there is 
one Roman Catholic secondary school, several Catholic primary schools and a 
primary school run by American Nazarene missionary fathers. 


The most interesting educational institution in Rivas ie an agricultural 
schoo], run by 4 group of Spanish Jesuito which has one hundred forty students 
from Centra] America, Panama, and Mexico. The original facilities are prim- 
itive but an entire new wing io being added and classes are already being 
taught in the unfinished wing in 4 mkeshift fashion. Behind the school is 
a fair sized plot where the students test practically what they have learned. 
The school has the only machine in Nicarngua capable of producing sterile 
cotton for hospitals and the Director of the school expects this to be a good 


source of revenue, 
Medical Facilities 


The Kivas hospital not only serves the ten thousand people of the town 
and the thirty-four thousand other inhabitantea of the Department but also 
any seaman landed at the port of San Juan del Sur, twelve miles away. The 
hospital now has a modern air-conditioned operating room, modern x-ray equip- 
ment, adequate sterilizing equipment, and an oxygen tent. The hospital it- 
self ie well mintained. ‘The total operating budget io $42,000 a month ($7 
equnale $1) which io divdded as follows: §10,000 for current expenses and 
maintenance, $10,000 for medicines, $13,000 for salarica, and $9,000 as a 
reserve. Few patients can pay the full cost of treatment, and there are many 
charity patients. The Director of the Hospital] said that tuberculosis and 
venereal disease wore the chief illnesses but he had no statistical data. 

The Public Health Center, which primarily gives pre and post natal care to 
mothers and gives them practical training in the care of children, is located 
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across from the hospital. A certificate from the Public Health Center admits | 


an expectant mother to the hospital for free delivery of the child. The 
Public Health center also inoculates children with the triple DPI vaccine, but 
no longer distributes UNICEF milk. The oral polio vaccine is administered to 
children. An anti-syphilis campaign is also waged by the Public Health Center. 


labor Conditions in Rivas 


The chief clerk of the Hospital, Manuel Salvador LOPEZ, is the Secretary 
General of the larger of the two recently formed CGT unions in Rivas. He said 
that his union, the Bindicato de Oficios Varios de Rivas, had ninety-six members 
and that the Sindicato de Carp lbafi | 6 y Similares had 
sixty. The wages of a carpenter or plumber ranged from $10 to 615 a day. They 
were paid by the day rather than by the hour or on a piece work basis. Un- 
skilled laborers made half as much as an experienced carpenter. Agricultural 
labor was paid from ¢4 to $5 a day with their three meals. Domestic servante, 
almost exclusively maids, are paid from $90 to ¢60 a month, Those at the higher 
salary range specifically agree to perform "night work" i.e. share their beds 
with their employers. The Mayor concurred that these were current wages in the 
Department. 










At Ingenio Dolores, the wages for field hands were determined to be $3 for 
a ton of cane which each man cut in the fields, with the average man allegedly 
able to cut three tone a day. In the sugar mill, a mechanic made $18 a day, 
while an assistant or lesser skilled employee made $6 a day worked only six hours. 
Ali mill employees, whether in the field or the plant, received three meals a 
day. 


When the Embassy officers visited the plant, only a handful of maintenance 
workers were there, ond they were enjoying their lunch hour. One worker was 
reading from @ newspaper at the top of his voice, interpolating comments as he 
went. Out of earshop of the reader, the assistant administrator, who was acting 
ap a guide, was asked who the man was. "Oh, he is a Commnist," was the cool 
reply. The presence of a Communiat actively indoctrinating the workers in the 
President's own sugar mill served as a useful point of departure for a serics 
of discussions on Communisin with the Mayor of Rivas, who had observed the man 
in action, with a group of officials ani landowners at luncheon and with the 
Guardia commander of Gan Juan del Sur in the evening. 


Political Discussions 


A munber of political discusatons were held with leaders of the Rivas 
Departinent. The principle ones were held at a pilenie given for Dr. Rafael 
URFECHO, the Guardia doctor and chief of the public health unit in Kivas, by 
SeHor Holmann at one of hie country houses. The Dominican sugar purchase, 
Fidel Castro, US latin American policy were all discussed with ample opportun- 
ity to convey the United States position on these sensitive topics. 


One of those present was a member of the JPN, but he was a wealthy scion 
who is apparently more characteristic of the JPN in Rivas Department than {n 
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any other part of Nicaragua. Despite two trips by the former Cuban Ambassador, 
Quintin PINO Machado,to Rivas, the Mayor and other municipal officials agreed 
that the movement had made little headway. The head of the JPN in Rivas is a 
young cordoba millionaire, a sharp contrast to the trained Communist intellectual 
who heads the group nationally. ‘The JPN member with whom Embassy officers spoke 
was educated in the United States and his first wife was an American. Hise family 
prohibited him from bringing her to Nicaragua, and thus he obtained:a divorce 

and has since remarried. He expressed sincere admiration for the United States 
but has apparently adopted the fashionable pose of criticizing the United States 
and its policies just as he agreed to jettison his wife under parental reproof. 


The PLN Deputy from Rivas, Dr. Adolfo Martinez, proved to be a pleasant 
person but hardly assertive in the luncheon conversation. The Mayor, Alfredo 
Urcuyo, who is & cousin of the President’s wife, could not have been a more 
amiable and accommodating guide. While the Mayor is convinced that the Somoza 
family represents the chief bulwark in Nicaragua against Communism or a Fidelista 
solution, after a considerable amount of Scotch he confided certain reservations 
about the Somoza family's economic policies. Mayor Urcuyo ie the owner of a 
lime mine near the Costa Rican border and is planning to begin the sale of his 
lime, which he says is of higher quality than that produced in San Rafael del 
Sur, the mine owned largely by the Somoza family. Thies may account for his 
implied rather than explicit criticisms. 


A brief conversation wae also held with the President of the Conservative 
Party. Rivas has traditionally been a stronghold of the Conservatives, bul to- 
day the Liberals believe that they have a mijority in the town itself, although 
there is much Conservative sympathy among the campesinos. The President of the 
Conservative Party in Rivas had nothing much to add to the line espoused by the 
new Party President, Dr. Fernando AGUERO, 


San Juan del Sur 


In San Juan, the Embassy officers paid a courtesy call on the Mayor, who 
ie apparently a non-entity, and then discussed the current labor dispute in the 
port with the Secretary General of the Longshoremers Union, Napoleon GARCIA. 
The dispute will be the subject of a separate despatch, The Embassy officers 
fleo met with the Guardia commander of the port, and as mentioned above, the 
conversation was largely about Communism. 


For the Ambassador: 


ae. / Pfs 
fe ecterde fr ( hapts. 
Frederic L. Chapin 
second Secretary 
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sumect; Basic Data on the Economy of Nicaragua 
: The American Embassy, MANAGUA - 


FROM COMMBRCH: While the revision and updating of the Basic Data on 
the Economy of Nicaragua is well underway, information necessary for 
the successful completion of the report is needed, It will be greatly 
appreciated if the Embassy could supoly the anawers to the following 
| questions} es 


1. Would it be possible to declassify 1953 gross national 
product figures by oconomia sector contained Jn Despatch #329 of 
| May ‘7, 1959, page 7? Howover, 1f unclassified 1959 frogs national 
product figures by oconomle sootor are avallable these would be 
| preforable, 


Xx. ite upedating information contained in "Basic Data on the 
Beonomy of Nicaragua--August, 1956" by Leatherman and Baswn (Despateh 
#71 of August 17, 1956): what is the present number of registered 
importers tn Vicaragta; current mombershtp of the National Chamber 
of Comaerce and names of afftliated chambers; number of credit 
companies in Nicaragua ({f any); number of radio stations in 
Nicaragua and location of mjorLby of blations? 


USSe2- 17/600" is 


3. The question of olectric power {ts a problem, The 1950 
Hustle Data indicated that there were 44 powor compantos in 1955, 
Dospatel #11/ of Auguat 29, 1957, "Electric Uttlity Industry in 
Nicuragua" indicates that the Embassy contacted only 38 companies 
fon purposey of the report but fatle to vive the total mumber of 
| companies and total gonernting capacity. How many plants are private 
and how many are public? Are thegadequate?) What is current forelgh 
Lnvestaent tn electrte power (Af any)? 
4. Tho section on commntentions seems to bo clouded with tho 
How radio and televaston code, Tl would be appreelated Lf a short | 
statement (unelasgifled ) coud: pe. wad Wan yy Lhe effect of this code “Ah 
on communioationa (with partienlar sath lide to advertising) and on . 
seonetale mid Pas d pevcie oa 1 ronern, What da the adequacy : 
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I of telephone service? low many telephones are there by jeographic area? ‘lhe 7 
last report (Despatch #10 of July 8, 1954) gives data for 1956 and 1957 only. 
‘Tho same questions scem to apply to the status of telegraph stations and thelr 
adequacy in the country. 


5. Thore seoms to be a dearth of information on the current activities 
of the Instituto de Fomonto Nacional. How many loans does 1t average por year 
aud how broken down, @.g., 1.e. agriculture, industry? Is it possible to mke 
a brief appraisal. of the offcebiveness of INFONAC? 


6, What is the extent of forelyn participation in agriculture by branch 
of apricultwre? | 


Any other current information which the Embassy belfeves would be applicable for 
the "Basic Data" would be much apreciated, 


It would also be aporeeiated Lf the Babasuy could Yreply tn an wnolassified 
Despatoh by Decomber 15, 1960. 
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1. Grogs national product figures by economic sector for 1959 are 
enclosed in Appendix I. 


2. A. Number of registered importers in Nicaragua. 
There are two categories of importers: 


(a) Direct importers, who can import any kind of merchandise 
= 641 


(b) Industrial importers who can import only for their ow 
industrial needs - 147 
Total 7&8 

B. Current membership of the National Chamber of Coamerce and 
names of affiliated chanbers. Although Chambers of Commerce exist in 
Leén, Granada, Rivas, Matagalpa and Jinotega these are not affiliated 
to the Camara de Comercio « Industria de Managua, However, for legal 
purposes the Managua Chamber of Oommerce is the only one that can deal 
with the government and represents the other chambers when these fee) 
affected by government dispositions, The Managua Chamber of Commerce 
has 316 members. 


O89 tew~cl/oo°*zis 


C. Number of credit companies in Nicaragua. There are no 
Stores extend personal credit 
on purchases at their discretion. There are also several savings and 
loan associations for home hus idings, 


D. Number of radio eee in Nicaragua and location of 
majority of stations, There are 35 radio stations in Nicaragua, 17 
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| 3. Electric power production which totaled 166 million kwh in 1959 is | 

| generally considered to be adequate for basic requirements in the Pacific area, | 
however, projects, such as the $20 million Tuma River Hydroelectric Project will 
supply electric power needed for future economic development. 


Electric Energy production in Nicaragua in 1958 and 1959 was the following 
according to official statistics: 








(Estimated) 
1959 1958 
Public Service (42 plants) % 9336473 74,189,198 kwh 
Mining Service (3 plants) 51,643,768 148,446,460 kwh 
Private Industrial Service (17 plants) 17 341,651 15,841,927 kwh 
Other Services (5 plants) ! 705,238 4 523,742 kwh 
67 plants 166,027,130 143,001,327 kwh 


The National Light and Power Company (ENALUF) plant in Managua produces 
more than 90% of the electric energy produced by the 42 plants providing public 
service. The official estimate for rublic Service power production in 19459 is 
9.3 million ef which 91,3 million kwh was produced by the ENALUP in Managua, 
20.8 million kwh of this supply was transmitted to other localities, There 
are two other national plants, seven municipal plants and 32 private plants 
in the public service field, As the ENALUF continues to absorb other plants 
in implementation of the Pacific Electrification Project the total number of 
plants will decrease. Foreign participation in power is limited, there being 
only thres public service plants omed by foreigners, 


a) The new radio and television code places some limits on advertising 
but it does not appear to have had a serious effect on economic and business 
conditions in gmeral, Foreign recorded or taped commercial announcements or 
radio theater programs are prohibited. Violations of the code can have serious 
economic consequences, such as the revocation of a license, or temporary sus- 


pension. 


b) Telephone service is considered basically adequate {n the Pacific 
area. As of December 15, 1960 there are 4,22) telephones a CALAGUA YS 319 
of which are in Managua. Only 71 phones are listed for the Department. of 
Zolaya on the Atlantic const and thene are in Bluefields, El Bluff and Hama, 
c) Telegraph Service (See Page },) 
5. INFONAC 


a) In the six years 1954-1959 the National Development Institute 
(INFONAC) granted some 1,400 loans valued at 69 million cordobas or almost 
$1 million. This amount was distributed as follows: Industry 40% (166 loans), 
Agriculture %6% (609 loans), Livestock 24% (652 loans), All thone loans are 
considered to have been made to the private sector, which includes autonomous 
ugencies. The only loan not included in the figure ie a revolving fund loan 
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made to the National Granary. 
b) Brief Appraisal of INFONAC 


The INFONAC is generally considered to be one of the most efficient and 
effective development organizations in Nicaragua, and for that matter, in 
Central America, The IBRD, which recommended the creation of the INFONAC in 
1952, has kept a constant follow-up on the Institute's development, The 
INFONAC is directed by a forward-thinking staff and its employees are void 
of political interference. 


Such projects as irrigation, livestock breeding, fruit cultivation, 
general agricultural irrigation and rural electrification are carried out 
by the INFONAC in addition to its stimulation of the industrial projects, 
such as the slaughterhouse and meat-packing plant, shoe factory, milk plant, 
etc. 


In March of 1960 the INFONAC signed an agreement with ICA for the os- 
tablishment of an industrial productivity center. The activity has mot with 
success and acceptance by local businessmen through seminars and technical 
information services, 


6, Foreign } 


Lumbering (U3) and shrimping (French) are the only activities in the 
agricultural sector in which there is substantial forelg investment. Al- 
though the INFONAC recently took over responsibility for the exploitation 
of the public timber Lands between the Huahua and Coco rivers, present plans 
call for work in this area to be carried out in cooperation with US lumber 
interests. 


Foreign participation in cotton and coffee is limited to a cotton gin 
and a few coffee mills and growers. The largest sugar operation in Nicaragua 
1s in the hands of an American-Nicaraguan family. 


7. Additional Data 


There is snclosed for the Department's information in complling Basic 
Data on the Economy of Nicaragua one advance copy of the special publication 
Hesumen Estadistico 1950-1960 published by the Director General of Statistics 
of Nicaragua. 





In addition the following basic data are provided as of interest: 
1. Population ~ official estimate as of 30 June 1960 - 1,474,549. 
Note: No deduction has been made as yet for population and area 


north of the Coco river which was ewarded to lionduras by a 
World Court decision. 
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2. Rate of population growth 3.6% per year. 


3. Mining - Discovery of 18 veins of tungsten in the Department of Nueva 
Segovia was announced on December 20, 1960. 


4h. The General ‘treaty of Central american Economic Integration, Estab- 
lishing a Central American Common Market, and the Convention Estab- 
lishing the Central american Bank for Economic Integration were 
signed Decenber 13, 1960 by the Ministers of Economy of EL Salvador, 
Guatemala, Honduras and Nicaragua, 


For the Ambassador: 


(. (Of. Plossl 7 


Anthony C,. Albrecht 
, second Secretary 


fi 
inclosures: 
1. Appendix No. lI 


2. One copy Resumen Estadistico, 
1950-1960 


Contributors - E, Marascinlo (USOM) 
Item 5 (INFONAC) 


J. Siero, Items 2a, b, c 


c) Telegraph service 1s adequate in Nicaragua and is used to reach 
the isolated areno. As of December 1957 there were 707 telegraph stations 
in Nicaragua. However, telegraphic contact with the Atlantic coast 
(Department of Zelaya) io limited. 
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GROSS NATIONAL PRODUCT OF NICARAGUA 


A. Gross National Product 
By Economic Sector 


1959 1959 1958 1950 
1958 Prices Percent Percent Percent 
Millions of of Total of Total of Total 





Dollars — 
Agriculture 109.9 = 37.7 39.5 40.5 
Mining 7,8 oe] £05 5.8 
Construction 236k 8,0 8.0 563 
Manufacturing 50.4 17.3 16,0 ly el 
Transportation and 
Communication 10.3 345 a5 3.6 
Power 945 343 3,0 lel 
Comnerce and Finance 33,7 11.5 10.5 10.5 
Government 17.6 6.0 6.0 Bud. 
Professional and Domestic , 
Services a9 2.0 2.0 2,6 
Other Services 23.3 8.0 8.0 10.3 
Total 291.8 100 .0 100.0 100 .0 
Hi. Gross National Product 1957-1959 
in 1958 prices - millions of US dollars 
1959 19581987 
Gross national product at 202 301 29] 
market prices 
Per capita pross national 205 218 223 
product 


Source: USOM, Nicaragua 
7 cordobas equals 1 dollar 
Note: At the present time there is no official GNP calculation for Nicaragua. 


The last GNP study was made in 1951 by the World Bank (IBRD) Mission. The GNP 
submitted Was calculated on Lhe base of the World Hank aysten. 
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| Enclosed are six copies of the Resumen Estadistico, A summary 
of statistical data for Nicaragua for the period 1950-1960. One a Mg. 
copy was submitted with Despatch No, 235, December 21, 1960, ea 
Basic Data on the Economy of Nicaragua, ln , hae! 






SUBJECT: 


Comment: (1) This is a spectal publication which contains some 
data not regularly included in the Boletin de Estadistica,. which 
appears irregularly about once per year, (2) Data contained in 
this Resumen are referred to in Despatch No, 244, December 30, 
1960, National Income and Products Accounts, yer 


~z 


fie « 
* 


(3) Data on number of telephones on page 113 are erroneous, 
Correct data will be submitted by despatch under CERP Section B, 


Item VI7B.1,2,3, 


ae oe 4 = ‘ 


For the Chargé d'Affaires, ai. 


Ads flok’ Wines 


Anthony C, Albrecht 
Second Secretary 


yt of Embassy 
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The national income and products accounts requested are in 
large part not available in Nicaragua, Mr, Adolfo Lola Blen, 
Director of Statistics of the Ministry of Economy, prepared on 
August 25, 1960, the GNP figures for 1958 and 1959 and his estimates 
for 1960 as a contribution to the Country Program Book prepared by 
the USOM/Nicaragua, (See Enclosure No, 1 for these figures) 


In addition to these figures, in the Statistical Resume book of 
the Director General of Statistics and Census for 1950-1960, the 
principal manufactured products for the years 1952 through 1959 are 
given on page 57, The Statistical Resume also liats on pages 49 
and 50 the principal Nicaraguan farm crops in manzanas (wanzana 
equals 1.7297 acres) planted and total production for the crop 
years 1952/53 through 1959/60, 


One advance copy of the Stattetical Resume (Resumen Eatadiatico) 
was submitted by Despatch No, 235, December 21, 1960, Basic Data on 
the Economy of Nicaragua, Another six copies wore submitted by 
Despatch No, 243, December 30, 1960, Statistical Summary for Nicaragua, 
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Anthony C, Albrecht 
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OF NICARAGUA 
All Figures in $1,000,000 Actual spt mated 
Exchange rate: “ { VOrdobas _ | | 9G | ae hp} CY L700 
A. Gross Natlanal Product 
(at market prices) 30) 300 275 
Per Capita GNP ($) 218 211 186 
B. Net Foreign Balance | 
Inflow # / Outflow - Ld - 5 8 
Total Available Resources 315 295 283 
C. Total Consumption 297 278 269 
Private 264 246 234 
General Government 
All Levels 33 32 35 
D. Total Gross Investment 18 17 14 
Private (Incl, Govt, 
enterprines) 6 5 6 
General Government 
All Levels (excl, Defenne) 12 12 b 


Wm ee mm Ee ee catchers: emai helinhsiciieinnt ince sinter me emia: SEI ALL RE ES a re eA BE Sa t o =r ' all 


Source: Country Program Book, USOM/Nicaragua, September 6, 1960, 
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Introduction 


Nicaragua's depressed economy survived a difficult fourth quarter but 
showed no over-all improvement, Despite certain favorable factors an upturn 
in 1961 1s not assured. The economy was hard hit by the October rains which 
damaged the railroad and highway between Managua and Chinandega and adversely 
affected crops, The November revolt in Carazo created a mood of uncertainty 
and was followed by the International Court decision granting the territory 
north of the Coco river to Honduras which was regarded as a national calamity 
and will have future repercussions on the depressed east coast econony, Coffee 
and cotton prepayments helped postpone until January 1961 a drawing against 
the IMF stand-by credit which the GON had had to obtain in the face of fall- 
ing reserves, Retail credit remained tight and business activity depressed 
except for a slow-starting seasonal Christmas upturn. The cost of living 
in-creased slightly due to shortages caused by the October storms. October 
strikes threatened the economy but were settled in the face of the flood 
disaster. 


Prospects for the future are brightened somewhat by the stimulus to 
be provided by industrial expansion and the Tma River and other construction 
projects and by increases in 1960-61 export crops of cotton, coffee, sugar 
and sesame over last year's production despite October storm damage. Nicaragua's 
entry into Central Amoricen economic integration opened a new area for potential 
economic growth but immediate benefits aro mlikely. Establishment of the 
Central Bank on January 1, 1961 presents an opportunity for effective action 
to solve economic problous, 


a) Agricultural Develojments and Policy 


In spite of the October storm damage crops are improved over 1959, en- 
pecially coffeo and sugar, 


The Land Keform Law 1s completed and ready for presentation to Congress, 
but its mactment will have no immediate effect on agricultural production. 


Coffee 


Only a small amount of the Carazo crop was knocked down and lost in the 
October raino but the oxcoss humidity mabled a plant rust fungus to take 
hold which has stained the beans but has apparently not affected the over- 
all size of the record crop estimated at moro than 600,000 quintals. Low 
prices caused by world-wide over-production worry growers but they continue 
with plans to increase por tree yleld and improve quality to better the 
position of Nicaraguan coffeo in international markets, As the quarter 
ended there was considerable discuésion in the press over the role of tho 
INCE] in coffee purchasing . 
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Cotton has been moving to the gins during the past few weeks and the pre~ 
diction of a crop of some 135,000 bales appears to be standing up. Quality, 
too, 18 improved over last year's crop on tho basis of early classification 
though there is no possibility that the average of the crop will reach or 
exceed Middling #1. 


Sesame. Crop estimates vary from 10,000 to 15,000 short tons taldng into 
account varying estimates of losses from October rains, An increase over 
last year's 9,000~ton crop is expected as bank figures show that loans were 
granted on 50% more manzanas than in 1959 but the final result will depend 
on yield per manzana and the number of manzanas planted by independents, 
neither of which can be accurately predicted, 


ar production is currently estimated at almost 1,700,000 quintals with 
000 quintals or 43,500 short tons available for export, a sizeable 
increase over last year. Production could be expanded to provide some 
65,000 tons for export in 1962 if favorable markets become available. 
The 16,000-ton first quarter US reallocation quota was welcomed but there 
will be 10,000 tons from the 1960/61 crop available for export during the 
last three quarters in addition to the regular quota. According to National 
Bank figures foreign exchange earings from sugar in 1960 increased by 
$1.7 million over 1959. 


Lamber 


Draft legislation was introduced which would give the responsibility 
for the exploitation and redevelopment of the timber lands between the 
Huahua and Coco rivers to the INFONAC which is currently negotiating with 
NIFOO to arrange for the latter's continued cooperation in this area, The 
World Court decision awarded former Nicaraguan territory where NII'00 had 
been cutting to Honduras but any lumber from this area will still apparently 
be shipped from Puerto Cabeznas, 


The INFONAC continues to encourage cattle raising and has expanded 
its program for pronetion of cacao, banana and tomato growing. Planting 
at the 5,000-acre Gros Miche] banana plantation near Chinandega should 
begin in the first half of 1961 as seed beds have already been started, 
Vegetable production has continued to increase. 


Irrigation 


The GON'e loan application to the INND for ¥#°.5 million for the Kivas 
area irrigation and agricultural diversification project under the sponsor- 
ship of the INFONAC is reportodly complote and approval is expected in 
early 1%1, 
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b) Minerals and Fisheries 





Mining developments were highlighted by the announcement of the discovery 
of tungsten in industrial quantities near Macuelizo in the Department of Nueva 
Segovia, Zinc and molybdenum were also found in the same area and exploitation 
possibilities are being studied, 


_ Copper production from the Rosita mine further brightened the mining 
picture as gold production continued steady, Draft legislation on mining 
reform is being studied. 


Fisheries 


The new fishing law is in the legislative process and is expected to be 
passed in January with no major changes in the draft, 


Casacrus has all of its freezing equipment in place and operating in 
ite bluefields shrimp processing plant. The company presently has 22 boats 
operating on the Atlantic coast of Nicaragua and is making efforts to in- 
crease the size of the flest - up to a maximum of forty. It in possible 
that Casacrus operations will be affected by the International Court of 
Justice decision which would place the rich shrimping grounds north of 
Cabo Gracias in Honduran territory, though what final arrangements will 
be made are not yet known. Except for certain relatively minor local 
sales, the United States is the only market at the present time for these 
shrimp. 


c) Transportation and Commmnications 


Paving of the Inter-American Highway contdnues-Oa the Hama Road, 32 
kilometers and a bridge across the river to Kama remain to be dono. The 
October floods washed out bridges on the highway and severely damaged the 
railroad between Managua and Chinandega adding to the railroad's difficultics. 
Service haa been restored but the GON has applied to the DLF for a loan of 
$2 million to make the necessary repairs before the next rainy season. The 
GON do still negotiating with the DLF for a loan for the construction of 
access roade so vital to the country's future economic development. In- 
creased difficulties for Pan American World Airways were evident as Centra} 
American carriers increased and wified their efforts to obtain feeder 
routes for themselves. ‘The GON continues its negotiations for a loan to 
extend the runway of the Managua Airport to handle jet aircraft. 


d) Labor 


Strikes dominated the labor acene in the final quarter and tho settle- 
ments reached resulted in increased wages for workers, Since early November 
the surface has remained calm due in part to external circumstances, such 
as the flood damage and the Caravo revolt. Hoployment and wage rates in- 
creased as labor was in demand to pick the large coffee crop. 
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As the Managua shoe strike spread, strikes developed against the two 
largest Nicaraguan construction companies, On October 17 the Sindicato de 
Oficios Varios called a strike of 20 employees against Cardenal Lacayo 
Fiallos at its DL¥-financed sewer project for the city of Matagalpa and 
also called out coffee-processing workers, workers at the waterworks and 
those constructing a new coffee processing plant. The coffee workers! 
strike was settled for a 2% wage increase after the local conciliation 
board declared it illegal under Art. 228 of Labor Code prohibiting strikes 
against agricultural production. 


As She Betancire strikes were settled Lacayo Fiallos tried to persuade 
workers to return pending the results of negotiations between the Mayor and 
the DLF regarding additional wages. The workers finally returned to work 
in November to help the economy during the nations flood disaster, leaving 
final settlement for the Mayor's return. ! 


A strike in the edible ofl company, La Nacional, lasted a week until 
wage increases, ranging as high as 71% for the lowest paid workers, were 
granted. Aceitera Corona had reached a settlement the week before. 


Carazo coffee producers were worried about strikes when the crop was 
ready for picking but they did not occur largely because the Ministry of 
Labor enforced standard specifications for containers used in coffee 
harvesting. 


A march of 300 shoe workers on October 2 was broken up by police 
because they had no permit, but the workers received permission to march 
October 22, After thie march President Somoza called in labor and manage- 
ment and they agreed to settle on an individual shop basis but labor in- 
sisted on a minimum 35% increase plus compliance with Labor and Soclal 
Security codes, The strike was gradually settled through shop by shop 
agreoments for 20% wage raises and compliance with Labor and Social 
Security codes, 


A threatened strike in San Juan del Sur over a 50% wage increase to 
custous house workers was averted by supplementary bargaining agreement. 


The Uorinto OCT Congress was counterbalanced when the Conmunist- 
dominated Federaelén de Trabajadores de Managua held its own Congress 
on October 12, Gabuardi was elected Secretary General and two other 
Comminists, Domingo SANCHEZ and Francieoo BRAVO, were olected to key 
posts, 


The Social Security controversy camo out in the press, the govern- 
mont maintaining that it had no intention of raising the workers’ total 
contribution. 
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e) Industry 


Although no major new industries began volume production during the 
quarter industrial expansion should stimulate the economy in 19%1. In 
addition to the E380 refinery and the new refinery at the San Antonio 
Sugar Mill, other industrial projects which may be established in 191 
include a fruit and vegetable canning factory, paint, plastic, and cosmetic 
plants, a small food processing plant, and an asbestos cemmt pipe plant, 
INFONAC, through its industrial office, CCTI, continues to encourage in- 
dustrial expansion. Sixteen million cordobas in industrial loans were 
granted in 19%0 by the INFONAC. 


Meat Packing 


Meat exports increased during the quarter and the value of 1960 ex- 
ports amounted to more than $4 million. Construction of the 600-ton cold 
storage facility in Corinto was begun and its completion will help to as- 
sure future increases in these exports, 


Café Soluble 


Café Soluble expects to begin production in volume during the firot 
quarter of 1%1 as difficulties revealed by ¢rial runs are eliminated, 
Considerable coffee has been purchased for use by the plant. 


Chinandega Flour Mill 


As soon as financing arrangements are completed oonstruction of the 
Chianandega flour mill will begin but it is dout{ful that production can 
begin before 1%2, 


Construction 


Construction, or more properly the prospects of future construction, 
was one of the brightest notes of the fourth quarter. While the value of 
building permits decreased, there is every prospect for an upturn genorated 
by a few large projects, such as the £750 ,000 Administration Bullding of 
the Social Security Institute, a J3-unit housing project and a home for 
250 orphans. 


The McCarthy interests of Houston have announced that construction 
of their large luxury hotel will begin in early 1961. This hotel will be 
one of the largest structures in the Managua area. There is also consider- 
able local speculation concerning a major building project of povernmmt 
offices,which are presently scattered throughout the downtown area of tho 
city,to be financed by outside capital. 
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The Shell 011 Company has been authorized by the GON to extend their 
operations to Nicaragua and construction of stations 1s due to begin in 
the first quarter of 191, 


The bidding on the second stage of the Tuma River (TMV) hydroelectric 
and irrigation project was completed. Only the following low bidders are 
presently being considered for the project: Societé de Grands Travaux de 
Marseille $3,279,517, Siemens W,,280,283, Panedile Peruana, S. As $4» 354,555. 
Construction of access roads by the Nicaraguan Highway Department has begun, 


The Esso refinery site has been established and construction estimates 
7 currently being made, Construction is expected to begin by November 
191. 


f) Finance 


Government finances continue to be strained and new taxes on cigarettes, 
vehicle registration, cosmetics and medicine registration fees and lottery 
winnings were proposed in December to reverse the decline in government 
revenues caused by the outflow in subsidies to cotton growers, the power 
company and the Social Security Institute and the loss in revenue because 
of the revocation of the coffee export tax and from import duty exemptions. 
The 3% increase on cigarettes became effective January 1, 1%1, but approval 
of the other taxes has been delayed, 


The Central Bank was established on Janusry 1, 1%1. The December 
appointment of the former general manager of the National Bank, Dr. Francisco 
Lainez, as president was followed by the appointment of other members of the 
Council of dggeere in late December. It appears that Dr, Lainez will have 
support from’, Council in implementing government policies and in realizing 
the potential of the Bank as a strong force for effectively dealing with the 
nation's financial and economic problems, At the Kconomic Integration meot- 
ing in early December Nicaragua signed the treaty establishing the Central 
American Bank for Economic Integration with headquarters in Tegucigalpa. 

Dr. nrique Delgado, former Nicaraguan Minister of Economy, was selected 
for the post of President of the Central Amorican Bank. Some local firms 
are already formulating loan applications to be preseited to this Bank, 


Applications for foreign loans totaling $74.5 million wore announced 
during the quarter, as Well as the possibility of obtaining a ¥20 million 
construction credit Line from a UO company. 


Foreign Exchange 


As foredgn exchange holdings continued to ebb the GON finally applied 
in late October for IMF stand-by credit which was authorized in early 
November in the amount of $7.5 million. Atmormally high prepayments for 
coffeo and gains in sugar pushed reserves up to 4@ year-end total of $9.9 
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million after a low of $7.6 million at the end of October and enabled a 
$1.5 million drawing against this authorization to be deferred until 


According to National Bank figures visible exports for 1960 totalled 
$63.3 million down $9 million from 1959 while visible imports remained at 
$57 million, the same as 1959, The impact of the $14-million drop in 
cotton earnings Was cushioned by gains in coffee and sugar. Invisible 
exports were up by $7 million reflecting the $8-million loan received 
for agricultural diversification. 


g) Business Conditions - Trade Opportunities 





Business Conditions - Business conditions improved during December 
as Christmas shopping, after a slow start, showed an improvement over 
1959 in the opinion of many retailers. The step-up in Christmas buying 
of consumers did not, however, prevent the closing of the largest super- 
market in Nicaragua just after the close of the year. The building is 
being taken over as the offices of the new Central Bank. Thus Nicaragua 
has just about one-half of the supermarket space that it had one year ago 
as a result of closing and contractions. 


Retail credit remains tight and short of a dramatic upturn in the 
course of the economy there appears to be little chance that there will 
be any considerable loosening in the near future, 


Imports from the United States, a5 well as from Nicaragua's other 
trading partners have been declining as a result of the economic contrac- 
tion. 


In many areas, and particularly in such itema as toys, the market 
is increasingly becoming one of price rather than quality. Cheap in- 
flatable toys imported from Japan and Hong Kong are sold throughout 
the market area in direct competition with the established retail dealer 
who continues to make use of his previous suppliers in large part. With 
the increase of trade interest from the Far Kast in the Central American 
market this penetration can be expected to continue. 


h) Foreign Trade and Commercial Policy 


Nicaragua entered a new commercial era on December 13, 1960 when 
the General Treaty of Central Amorican Economic Intogration, establish- 
ing a Contral American Common Market was signed by the Ministers of 
economy of kl Salvador, Guatemala, Honduras, and Nicaragua, Although 
Costa Kica'n desire to join the Central American Bank without signing 
the general treaty was rejected, the other delegations oxpressed a 
cordial invitation to Costa itica to adhere to the Treaty and the Bank 
in the future, deedmemetieton buf booker: be eoqpettoed: she Lhexnoe 
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Nicaraguan ratification is expected over the objection of certain industries. 
No immediate benefits can be expected when the new treaty goes into force. 
Although it will be some time before the trade implications are clear, 
Nicaraguans expect keen competition from Guatemala and El Salvador. 


Total foreign exchange earnings in 1960 from visible exports and 
imports were valued at $12) million according to National Bank figures. 
Customs figures available to date reveal no changes in the normal trade 
patterns. Import duties on textiles were raised during the quarter to 
protect the development of national industry, 
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ECONOMIC INDICATORS IN NICARAGUA 


BUILDING 
Managua Building Permits 






lst 5.0 94 Ten 

end Ded 346 503 
| 3rd 4e5 46 6.5 

4th hel 662 4 

Total _—— iB 25.8 

Source: Oficina Nacional de Urbanismo 


COST OF LIVING 


Averaye Cost of Livin for a 2 Rees 


Family in Nicaragua® 


Indices (1956 - 100) 


Fourth Quarter 


1900 
Oct Nov. Dec, 
Commodities 

Food, beverages 
and tobacco % 3 99,0 91, 20 
Housing 102k 102.4 102,), 
Combustibles 104.2 115.2 104, .8 
Clothing 10201 102.1 102,1 
Others 105.5 10505 105.4 
Weighted Average 96.1 101.4 98.0 


"Family of five. 


Source: Direceidn General de Estad{stica, 


7 cordobas = UD$1.00 
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GOLD AND FOREIGN EXCHANGE HOLDINGS 





End of 1960 1959 1958 
March 16.2 18.3 2569 
June 13,4 23.0 25,6 
Sept. 925 1343 jie FH 
Dec. 9.9 99 8,1 





Dec. 31, 190 Sept. 30, 1960 Dec, 31, 1959 
Bills and Coine 134, 592d, ,000 122,18). ,000 130 ,625 ,000 
Deposits 135 703 ,000 8 Fh ,000 gta 
Totals 270 ,627 ,000 259 , 389,000 276 343 5000 
LOANS 
(Cordobas ) 
Balances Outstanding at. the End of: 

Dec, 1% Sept, 1960 Dec, 1959 

Trade and Commerce 54, 1A, ,000 77 699 ,000 72 4483 ,000 
Industry and Mining 57 528,000 55 ,036 ,000 45,737,000 
Agriculture 222,114 ,000 199 ,182 ,000 228 , 375,000 
Government Intities 18,618,000 8,014, ,000 8 414, ,000 
Others 29 ,886 000 18 ,923 ,000 a 297734000 
Totals 382,360 ,000 358 ,854 ,000 369 ,982 ,000 


Source: National Bank. 


7 cordoban = U5$1,00 
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Index of Section D (Alert Reporting) Despatches 
Submitted by Embassy, Managua During 1960_ 
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Item III-B-1 253 of 2-19-60 Nicaraguan-El Salvadoran Free Trade Treaty 
~ Changes in 
Item V-A~5 305 of 1,-8-40 Nicaraguan Ministry of Public Works to 
Apply to EXIM Bank for Fublic Roads Loan 
Item IJI-A~1 298 of 45-60 GON Requests Information Regarding "Lend- 
Lease" Refrigerated Ships 
Item V-A-1 325 of 4-27-60 Omibus Bill Regarding 011 Refineries, — 
TII-A-2 New Consumer's Taxes, and New Import 
Duties in Nicaragua 
Item VII-A-< 337 of 56-60 Lorena Shoe Company Seeks American 
Technical Assistance 
Item IJI-A-1 360 of 5-12-60 Government of Nicaragua Considers Applying 
to Commodity Credit Corp, for $2 Million 
Flour Credit 
Item VII~A-6 379 of 6-8-60 Lorena Shoe Factory Seeks American Tech- 
nical Assistance 
Item VI1-A-4 lo of 7-12-60 Forest Resources and Forestry in Nicaragua 
Item Ili-A-1 22 of 7-22-60 Nicaraguan Tire Distributors Prevent 
Keduction in Tariffs to Guatemalan 
Conipetitor 
Item I]-A 25 of 7-22-40 Construction of O11 Refinery by Esso in 
Tijwhe? | Nicaragua 
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Item IV-A-6 63 of 8422-60 Projected Expansion of Nicaraguan Sugar 
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Plans for Hotel Construction 


O11 Exploration Group Reported to be 
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Cotton Exports to Red China 
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Central American Market Integration 
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Central American Market Integration and 
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Law Creating the National Institute of 
Foreign and Domestic Trade 
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$7.5 Million Stand-by Arrangement Approved 
by IMF 
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Effect of World Court Decision on Kast 
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Nicaragua Railroad ~ Recent Developments 
Affecting tho Ferrocarri] del lactfico 


UNCLASSIF I#D ! 


| 


‘CERP Section D 


Item II~Aj-2 
IV-A-3 55 ,B-2 
VII~A-5 ,6 


Item I~A=] 


Item III-A-2 


Item I]-A-3 


tem IJ-A-3 


Item IV-B-2 
Item I-A] 
Item II~A-3 
item ITI-A-2 
VII-A~] 
Item V-A-3 
Item VIII,-A 
1,2 
VA 
Item [1-4-2 
Item V-A-] 
VIII-A-1 
TI-A~, 


Item J-B-] 


VII~A-6 


NGLASSIF LAD 


Despatch No, and Date 


No. 170 of 11-23-60 


No. 176 of 11-25-40 


No, 178 of 11-25-60 


No, 188 of 11-29-60 


No. 197 of 12-1-60 
No. 200 of 12~2~60 
No. 03 of 12-540 


No. 2 of 12-5-40 


No. 209 of 12-740 


No. 218 of 12~9-60 


No. 214 of 12-9-40 


No. 225 of 12-13-40 


No. 227 of 12=14-60 


| UNCLASSIFIED 


1% 2 __of 


Enel, No... 
(Classification) Desp, No... _ 2B 
From! Managua ee 
Despatches 


Proposed Law to Nationalize Certain Areas of 
the Lumber Industry in Nicaragua 


Central Amorican Market Integration - 
Nicaraguan Brewery Misgivings about — 
Integration 

Pharmaceutical Regulations of Nicaragua 


Contract Awarded for Access Road of Tuma 
River Hydroelectric Plant in Nicaragua 


Bids on Tuma River Hydroelectric Plant dn 
Nicaragua 
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The distribution sector* of the Nicaraguan economy underwent a vigorous 
expansion, in common with the economy as a whole, from 1950 through 1955, World 
prices for Micaraguan exports began to decline late in 1955, and there has been 
a consequent profit decline in the distribution sector since that time, There 
appears to be too large a capacity in this sector at the present time, but this 
situation has been maintained so far by a variety of factors, It is practically 
certain, however, that che entire sector will be undergoing a shakedown in the 
coming years to bring capacity more in line with the real situation, 
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The distribution sector of the Nicaraguan economy began an extensive period () 
of expansion with the outbreak of the Korean War, which provided foreign markets 
for the principal national export crope of cotton and coffee at favorable prices ~_ 
without the market dislocations that occured at the time of World War Il, This 
period of expansion reached a peak in 1955, when world prices were still high and, 
the consuming sector's appetite had been whetted by the increasing appearance 
of foreign luxury and capital goods to such an extent that a virtual sellers’ = 
market existed, Since much of the new money was in che hands of people not of 
the traditionally wealthy families, the market was also much broader than it had 
ever been, Easy credit became common , and new banks sprang up to serve this new “y| 
and seemingly unending bonansa. The Nicaraguan economy during the firet five 
years of the decade was in a constant boom, with a real gress national product 
growth that wae doubtlese substantial, and ‘dietribution rose to meet the — 


aan 
of growth that was put to it. as 


Daclina - 1956 to Date | 3 be de! 


With the end of the Korean War, and with additional factors such as increaséd 
competition in the world ceffee and cotton markets, the primary agricultural 
export money~makers began to fade, Mo secondary earners of foreign exchange. \ } 
appeared to take up all the slack that waa left, and the economy im general begar- % 
a gentle slide that hae been continuing for sone five yearo, Sales, however, — = 
held up rather well during the firet years of thie declime, since the economy 
continued at a higher level than current earnings could Justify due to expendi~ (/) 
tures of accumulated public and private reserves, In 1959, however, the GON was | 
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constrained to place certain restrictions on imports, particularly those in the 
luxury class, and to sharply increase tariffs, again particularly those levied 
on luxury items to preserve declining reserves, These measures cut imports, 

and despite the increase in per~item revenue from each item on import duties, 
GOW total revenue from this source, the traditional major monetary supply, began 
to fall, The GOW also placed a direct subsidy on cotton exports and removed the 
coffee export tax, in an effort to stimulate exports, and these measures proved 


a further budgetary drain. 


As income began to contract, large credit accounts that had been accumulated 
by virtually every outlet during the salad days of the economy began to fall due, 
and in many cases were found to be uncollectable, Bank credit became more and 
more restricted, and re~discounting of commercial paper became a most difficult 
task, Many dietribution outlete thus found themselves in a credit position in 
which most of their capital was tied up in non-negotiable accounts receivable 
and with no apparent way out of their cash shortage dilemma, The shortage of 
working capital was accentuated by theprepayments required on all "non-essential" 
imports, which aleo served to prevent distributors from using easy credit terms 
that might be offered by their foreign suppliers, 


Present Situation 


Despite the difficulties with which the local distribution sector has been 
afflicted, most of the larger companies have remained in business, but the number 
of their employees has been progressively dropping. One major distributing 
house dropped twenty-seven of ite forty-odd employees just after January 1, 1961, 
and was down from a high of over 100 im 1956, While this is not a typical 
exemple, it is indicative of cost-cutting measures that have been omployad, 
Companies have also resorted to using “loans” from their foreign distributors 
in order to cover the prepayments required by the Ceatral Bank, Cost~cutting 
and capital~saving measures such as the above, plue accumulated profite from 
the boom years and the hope of the return of the boom, plus the seemingly favor~ 
able factor of large accounts receivable (though they are often completely value- 
lees and carried on the books out of imertia rather than in amy hope of eventual 
collection), have all contributed to keep a surprisingly large number of firms 
in business, A prominent local merchant, in a mood of more than usual pecsimisn, 
told an Embassy officer that in 1960 "only three large retail outlets and damn 
few distributors made any money, and I am not one of those that made anything, 
nor have I for the past four years’, While this statement is no doubt open to 
some upward revision, it is true that many outlets have not been making money, 
and there seems little hope under present circumstances that many will, 


A shakedown is already in process, and {t may be expected to continue, It 
is, however, progressing on an orderly basis, In the year and a half that the 
reporting officer hae been in the country, for example, one distributor hae 
dropped his entire line of both diesel and electric motors, producte om which 
the company was founded, and is now concentrating om items with a higher turnover. 
The owner of this establishment said that, while it is relatively easy to start 
a business, it is awfully hard to go out of business gracefully, but that the 
Nicaraguan is becoming an expert at it, Presumably he plans to go gracefully, 
He mentioned one foreign-owned concern, not American, which he stated to be run 
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by one of the best businessmen in the country and whose phaseout is now in its ; 
third year, as a thing of beauty and a classié in the merchandising field, The 
reporting officer, who has often visited this establishment, had always assumed 
until this time that the strange appearance of this store was a result of poor 
management or derangement on the part of the owners, but the explanation offered 
seems to be a logical one, 


It is too early to predict how the recent commercial~licensing law or proposed 
laws to limit profits on drug distribution (or on all essential commodities), 
Bmbassy Despatches 312, 2/3/61, and 365, 3/13/61, will eventually effect the 
distribution sector, but there is no doubt that they are a further cause of 
concern to management and a handy coffeae"break conversation piece, as well as a 
cause of additional trouble, were they to be rigidly enforced, 


Retailers continue to mark-up from 75% to 100% despite their problems , and 
price competition seems to be kept at a minimum, as if by a gentlemen's agreement. 
This policy may be breaking in at least some Lines, as the supermarkets are 
beginning to use loss leaders and a local shoe store ie selling out at real 
bargain prices (the first such event that the reporting officer has witnessed 


in Nicaragua), 





The next few yeare will probably see a gradual diminishing of the number _ 
of retail outlete and poesibly an increase in agents as opposed to distributors, 
ae the lower overhead required may well give them a competitive advantage. This 
will not mecessarily be a bad thing for the country because Nicaragua is probably 
overserved in many areas and competition on prices has been virtually unheard 
of anyhow, The overall trend could be damaging to United States exports to 
Nicaragua as price competition becomes acute and poseibly long-established 
businesses with American commercial ties go out of business, but these results 
will not be disastrous, One businessman aummed up the future of dietribution 
in Nicaragua this way: ‘There will always be enough stores, but there will not 
be any rich merchants, and nobody fe going to make any money again like we did 
for a while in thie country,” 


For the Ambassador: 


John D, McAlpine 
Commercial Officer 


* The Nicaraguan dietribution sector, in the terms it ie ueed herein, refers 
almoat exclueively to imported articles, although it would also apply to 
those locally produced non-food consumption articles which come into the money 


economy. 
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The Nicaraguan economy appears ready to recover. from the downturn caused 
by the drop in world market prices for the major export coffee and cotton crops 
upon which the fortunes of the economy depend, The 1960/61 coffee crop is a 
record one, the cotton crop is better than last year's and gains in meat and 
copper a Hg should offset possible declines in other exporte in 1961, New 
construction led by the Tuma River project and new industry headed by the Esso 
refinery will stimulate the econoay in 1961, but no general business upturn 1s 
expected until export earnings rise considerably, Foreign exchange reserves will 
probably not increase considerably in 1961, as some 196] coffee earnings were 
credited to 1960 holdings and the IM? draw of $1,5 million must be repaid, 
Goverment revenues may improve as the result of new taxes but government spending 
for economic development will exceed its own resources and assistance will be 
Obtained from outside sources for key projects, 








Although Nicaragua's natural resources constitute a sound foundation for 
future economic development, progress will be severely limited unless the rate 
of economic growth can overtake and surpass the rate of population increase of 
3.6% per year, which has caused a decline in per capita GMP in recent years, 
Such growth can be accomplished only with sound overall economic planning and 
effective action to push priority programs, such as access roads, improvement 
of crop yields, agricultural diversification, expansion of cattle growing and 
stimulation of local and foreign private industrial investment, Theee vital 
ateps Will require assistance from outside sources, but government fiscal 
measures must be tightened, especially income, land and capital taxes, if the 
GOW ie to finance its own development programs and continue to be eligible for 
assistance under the Act of Bogota and the Alliance for Progress, Labor will 
continue to force wage increases as GON permite freer action to obtain political 
support, Social and economic development programs will strain GON resources, 
and only highest priority projects in the public interest should be undertaken. 


Il (Current Status of the Economy 


The Nicaraguan economy recovered only slightly at the end of 1960 from the 
downturn which began in 1959, subsequent to the drop in world market prices for 
cotton and coffee, The loss of $14 million in foreign exchange earnings due to 
a poor 1959-60 cotton crop forced reserves down to a low of $7,6 million by the 
end of October. Businesa wae very slow and construction and imports fell off 
as the final quarter brought political disturbances, strikes and flood damage 
to crops, Although meat and sugar exports and heavy returns from high coffee 
prepayments helped to offset foreign exchange losses and push total reserves up 
to $9.9 million by the end of the fourth quarter there was no corresponding 
upturn in business, construction or government revenues, 


Againet this background there exists at this time a mood of guarded 
optimiem based on hopes of higher levels of foreign exchange reserves due to 
an improved 1960/61 cotton crop of over 145,000 bales with the prospects of a | 
_ 200,000 bale crop for next year, a fine 1960/61 coffee crop with excess to be | 
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exported as soluble coffee, and increased earnings from meat and cattle exports. 
Total gold and foreign exchange holdings had reached the respectable level of $19.6 
million by the end of March, This total includes the $1.5 million draw against 
the IMF standby loan, Construction work on access roads, the Tuma River dam, the 
Social Security building, a luxury hotel and industrial projects such as the 
Roeo refinery, all scheduled to get under way in 1961, are also expected to 
stimulate economic activity, It remains to be seen whether these factors cause 
an upturn {n business or revenue, Nicaraguans are also waiting to see what 
benefits are to be derived from the Central American Common Market and Economic 
Integration and from President Kennedy's Alliance for Progress, The successful 
impact. of both these programs in Nicaragua depends largely upon government 
initiative and leadership in carrying out existing programs for the stimulation 
of investment in industry and for agrarian reform and in developing long-range 
economic planning and a program of fiscal reform, | 


III Grose National Product 


GNP data available to the Embassy reveal certain trends in Nicaragua's 
economic life, but are not presently available in sufficiently accurate form 
to serve as a basis for a detailed analysis of the economy. Comparing available 
1959 data with 1950 data one sees that the mining and agricultural sectors have 
a smaller percentage of the GNP than they did, while in 1959 manufacturing (17%), 
Construction (8%), and power (3.3%) have become increasingly important, Agri- 
culture represents about 40% of the GNP, and exports accowat for 242, Based on 
the latter figure coffee and cotton exports alone account for 15% of the total 
GNP, 


Both GNP and per capital GMP increased steadily during the boom when the 
rise in GNP exceeded the 3% annual rate of population growth, Since 1957, 
however, the GNP hae either declined or failed to equal the rate of population 
growth, so that per capita GNP has declined from U8$223 in 1957 to an estimated 
U8$205~200 in 1960, These figures emphasize one of the most important facts in 
Nicaraguan economic life, Overall economic growth must be achieved at a rapid 
rate if it is to show a net gain, The fact that much of the wealth of the nation 
is in the hands of a few accentuates the need for great growth and a better din- 
tribution of wealth to provide each individual with a larger share of national 
income, (It has been estimated that 1% of the population has 25% of the national 
income and that the upper and middle classes are only about 4% of the total 
population,) Industrialization may facilitate increased income for organized 
urben workers, but over 60% of the work force is engaged in agriculture, where 
wage rates are low and where unione are weak, Expansion and development of agri- 
culture through land reform and resettlement, irrigation and access roade, are, 
therefore, equally necessary, 


The decline of per capita GNP in recent yeare 1a another indicator of the 
effects of dependence on cotton and coffee the mainspringe of agriculture and 
exports and the eource of the income which may be invested in private induatry 
or in the importation of the goods which provides the government with increased 


revenues from {mport duties, | 
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The experience of the decade 1950-60 has shown how dependence on two 
crops can affect the economy of a small country, Cotton and coffee accounted 
for about 70% of foreign exchange earnings, On balance it appears that Nicaragua 
benefited from the boom caused by higher prices for cotton and coffee resulting 
from the Korean War as sufficient reserves and goverament revenues were accumu 
lated to pay for important economic development projects, but the contraction in 
the economy coming after the boom ended has shown how quickly the trend 1s 
reversed when the prices of the two major export crops drop drastically causing 
the whole economy to suffer, When poor crops come along on top of world market 
price weakness the economy drops into a recession, Therefore, it is useful to 
analyze the future of the two major crops, cotton and coffee, and to discuss the 
prospects for achieving a stronger, more balanced economy through agricultural 
diversification and industrialization upon which future economic growth will 
largely depend, 





Coffee has been a mainstay of the Nicaraguan economy for years and its 
importance was equalled by cotton only recently, It has baen estimated that as 
much as 10% of the population depends on coffee for a livelihood, Many Nicaraguan 
producers have felt that there is no need to invest in programs to improve yield 
since they can always produce cheaply enough to make money even if the price of 
coffee does go down drastically, refusing to admit that labor and social develop- 
ment pressures may force higher wages necessitating improved yield per tree if 
coffee ia to continue as the backbone of the economy, Processing techniques 
will aleo have to be improved to raise the value of Nicaraguan coffee. Under the 
present International Coffee Agreement Nicaragua has a quota of 88% of its crop, 
and the new soluble coffee plant now in operation is able to use any excess 
above the quota, Improvement of coffee plantations is the aim of a new,and 
currently unsuccessful, National Bank loan program designed to encourage planting 
of better yielding varieties, but yield could be increased more by improving 
antiquated methods, Both the government and private interests must work hard 
to achieve higher yields and better processing for Nicaraguan coffee if the 
product is to maintain its position im the world market, Long-term credit 
should be made available to growers who are willing and able to modernize their 
procedures and the Matagalpa area must receive some assistance in access roads 
to cut the cost of moving coffee to market, Efforts to improve coffee should 
not, however, monopolize resources to the detriment of other agricultural crops, 
Soluble coffee production begain in volume in January 1961 and by the end of 
February US$,7 million in foreign exchange had already been earned even though 
the plant ie not operating at full capacity, 


Cotton bas « good future in Nicaragua ae « major crop, but most Micaraguans 
admit that the cotton boom wae not entirely beneficial to Nicaragua as much of 
the wealth amassed through cotton wae squandered im luxuries, The decline 
which came with the drep in cotton prices has forced the adventurers out of the 
business, and loans for cotton growing are no longer handed out freely. The 
Leon-Chinamdega area is the best for cotton, and although yields are low | 
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(about 25 quintals per mansana (1,7 acres) costs are aleo fairly low because | 
the insect problem is less than in other areas where a modern large scale 
operation must average 30 quintales per manzana to break even, Earnings from 
cotton dropped drastically in 1960 because ef a poor crop caused by drought and 
exports were valued at enly about $14 million whereas they had been well over 
$20 million yearly fren 1956 to 1959, Nicaraguan producers must protect themselves 
againet crop failure by increasing yields through sound practices and investment 
im their lands, Yields of 40 quintale per manzana are achieved by some growers, 
The 1960/61 crop exceeded 145,000 bales but it has bean estimated that the 
country could produce 200~300,000 bales if proper methods were used, It is 
planned to expand acreage to 100,000 manranas in 1961 which may push exports up 
to the 200,000 bale level, 


Labor rates for cotton picking can be expected to rise, and this makes it 
even more necessary to imcrease per mansana yield, Mechanization has been 
attempted here to save on labor costes and on the inconvenience of occasional 
failures in labor supply, but the cotton grown is apparently not suited to 
machine picking. Tractors are, of course, used extensively, and US makes have 
predominated in this field, 


Cotton seed is also exported and milled locally for use as oil, adding to 
the economic value of cotton, Nicaragua's textile aills have made important 
progress in recent years, providing hundreds of jobs and eliminating loss of 
some foreign exchange, 


B. Agricultural Diveraification serves three purposes: 1) to increase 


exports of secondary products in order to decrease reliance upon coffee and 
cotton, 2) to improve and regulate local crops in order to eliminate imports 

of agricultural food products, and 3) to develop new agricultural products 

which may be processed locally to supply the domestic market and aleo thus 
stimulating local industry, All of these aime, if achieved, will tend to improve 
the standard of living, especially if purchasing power is more evenly divided, | 
As we have seen, the aconomy depends almost entirely upon agriculture, which 
accounts for over 80% of exports, and in turn the country depends upon exports 

to pay for the consumex goods which it must import if the standard of living 

fe to be maintained, For the standard of living to be improved in the face of 
the 3,62 rise in the population growth, not only must exports be increased (as 

im the case of cotton and coffee) but exports must be diversified ae a protection 
againet world market fluctuations in major crops; in addition, industry must 

be developed, wherever economically justifiable, to decrease dependence upon 
importe for the basic necessities, 


1) Exporte of meat and dairy products offer the most encouraging prospects 
for the future, Wicaragua hae ample grazing land, and the efforts of the INFONAC 
(National Development Inetitute) ia developing a modern slaughter house and in 
improving both the size and the quality of herds have already begun to pay 

_ Off: overall meat and cattle exports amounted to about US$5 million in 1960, 

* and they may reach US§8 million in 1960, if the freesing and cold storage 

' expansion program is completed, Export earnings from both meat and cattle in 
January and February of 1961 totaled US§$1.6 million. Oa-the-hoof exports are 
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banned periodically to divert sufficient head to the slaughterhouse for weet, | 
The IMFOMAC program to expand the cattle population is well underway ~ in 1960 
it distributed 89 herds, each consisting of one pure bred Brahmmbull and 30 
3/4 pure Brahman cows, making a total of 112 herds distributed so far, The 
INFONAC has put some US$6 million into the overall meat program to date, almost 
half of which went into the slaughterhouse known as the Matadero Modelo. The 
expansion of freezing and storage facilities will cost another U8$,7 million but 
will increase capacity to 96,000 head per year, more than double the present 
capacity. 1960 production was estimated at 10 million pounds for export valued 
at U8$3.5 million and 2.1 million pounds for local consumption valued at US$,4 
million for a total production of U8$3,9, 


Markets exist for Nicaraguan beef in neighboring countries, the United States, 
Puerto Rico and potentially in the West Indies, as well ae im Peru, Some cattle- 
men and government officiale are aware of the need to explore future markets in 
the event the United States market for Nicaraguan beef weakens, The INFONAC has 
established experimental herds on the East Coast, and possibly another slaughter- 
house will be installed at the Casacrus shrimp-freesing plant, which currently 
has emcees freezing capacity, The industrial importance of the meat industry 
mskes it particularly attractive to Nicaragua, In 1960 almost U8$.5 million 
worth of hides and tallow were produced reducing tallow imports. Other industries 
processing slaughterhouse by-products are being studied by the INFONAC, A bone 
mill is now being planned, Problews in the long-range development of meat and 
cattle are ignorance of pasture techniques, inadequate cattle feed, lack of 
trained veterinarians and to a lesser extent lack of strict law enforcement 
against rustlers, USOM has programmed technical assistance to help overcome 
these weaknesses, 


Dairy products are another promising field for long-range development and 
should be expanded concurrently with the cattle program, At present Che major 
difficulty {a lack of cooperation between the producers and pasteurizers which 
{e complicated by the government's involvement in the milk business, The result 
{is irregular and inefficient milk supply, In addition to thie basic confusion 
there are serious technical problems such as calf mortality, poor dairy sanita- 
tion, inadequate feed, etc, There ie a great opportunity to set up a powdered 
milk industry to supply the entire Central American Market, and the Nestle 
Company has taken the necessary steps to establish a large plant, but they are 
hesitating because of uncertainty about one of the largest potential markets - 
Ki Salvador, 


The importance of beef and dairy products to the future growth and proper 
balance of the economy is vital. Should meat and cattle exporte reach US$7 
or § million they would replace gold as the third largest export ~ with the 
important advantage that the foreign exchange earninge from moat are all 
negotiated whereas the gold minee are concesdlons, and the net foreign exchange 
generated by gold ie a fraction of the value of exports, If expansion is 
pushed, meat, cattle and dairy pxports could well exceed US§10 million, and 
savings in foreign exchange through the reduction of imports of tallow and 
powdered milk would aloo be important, At the $10 million level these exports 

| Mould challenge coffee and cotton in importance, with the advantage of better 
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nearby markets, INFONAC is working hard to achieve this expansion with the 
support of President Somoza, USOM technical assistance on both short-term and 
long-term projects will be a major contribution and should have high priority, 


2) Other Exports 


Sesame continues to be a good cash crop as it growa well in dry areas, 
Exports were valued at over US$2 million in 1958 and again in 1959, Sesame is 
grown in the same areasas cotton, and in 1960 some growers apparently switched 
from cotton to sesame, 


Sugar has become important in recent years, Although domestic demand 
has increased, in the last few years sugar has been an important export commodity 
as producers were able to take advantage of the re-allocation of the Cuban export 
quota, The well-managed San Antonio estate and mill near Chinandegea dominates 
production, followed by the three Somoza-owned mills, The amount available for 
export can be increased from the present 40,000 tone to 60,000 tons by 1962 if 
the US export quota is increased and can be increased by about 10% each year 
thereafter, The present extension of the Sugar Act for 15 months was welcomed, 
but large~scale expansion will not be carried out until a share of the U, 3, 
reallocation quota is assured over a lomger period of time, Domestic demand 
is considerable, amounting to about 800,000 quintals per year, The refinery at 
San Antonio should be completed this year to provide refined sugar to the 
domestic market, Sugar will continue to be a crop for local use for alebhol and 
soft drinks, and new opportunities exist for such items as candies (cacao is 
also produced) for export to the Central American market. 


Shrimp exports have not lived up to expectations, 1960 exports are 
valued at 3,2 million, about the seme as in 1959 despite the completion of the 
facilities at Casacrus’ plant at Bl Bluff, Future prospects are uncertain ae 
Casacrus ia rumored to be in financial straits. 


3) Food Crops 


In addition to coffee and sugar, corn, rice and beans are produced 
for local consumption, and the latter three are the chief staples along with 
bamanas, Production is often irregular, and market supplies wore so, due to 
poor storage facilities and lack of access roads, When crops are good, the 
exceas is exported to neighboring countries, and when they are bad these staple 
items must be imported, The government has taken some steps to stabilize thane 
crops, but until proper irrigation is achieved, along with entirely adequate 
storage facilities, the country will suffer from thie irregularity, 


Corn offers the best possibility for rationalization with the completion 
of the proposed wheat and corn flour mill in Chinandega. The mille will inodude 
large storage bins, and corn growere will have « eteady demand for corn, 
Surpluses can be exported raw or ae corn flour, Central American Common Market 
offere an excellent outlet for corn products, especially El Salvador, 
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As irrigation is extended with the Rivas and Tuma irrigation projects and 
more access roads are constructed and the Chinandega flour mill provides 
additional storage space, there is no reason why Nicaragua should not be able 

to stabilize ite basic food supplies, lower prices and be able to export any 
excess to its neighbors, This will require imaginative leadership on the part 

of both the Government and private interests, 


¢, Industrialization 


Industry has wade important strides in recent years in Nicaragua, and 
important new projects will begin in 1961, Since 1956 it ie estimated that some 
US340 million has been invested in industry, Industry in Nicaragua has been 
based on the processing of agricultural products, Coffee processing plants, cot- 
ton gins, saw mills, sugar, rice and oil, mille, and distilleries have recently 
been joined by important new industries auch ae textiles, pasteurization plants, 
meat packing, and most recently soluble coffee, Sugar mills account for 30% 
of employment and value added, while cotton gins, saw mills and textile mills 
account for 25% of employment and 20% of value added in total employment and 
value-added figures for Nicaraguan industry, Cigarettes, brewing, cement, dis- 
tilleries, soft drinks and shoes each have 4 percent of value added, All of 
these produce for either the local or export markets or both, and all use local 
raw materials, The largest new project in this field is the proposed wheat and 
corn flour mill to be established in Chinandega by General Mille and a local 
firm, The plant will cause wheat imports to replace wheat flour {mports, 
provide grain etorage space equivalent to that of the National Granary, stimulate 
and stabilize corn production and provide the basis for an animal feed industry 
based on the mill's by-products, The US$1,6 million sugar refinery at San 
Antonio should be completed by November, Other industries in this field which 
are being planned are a tomato canning plant, a plant to puree bananas, and a 
powdered milk plant, Another major industry of this type is the US$1,5 million 
naval stords plant to be established at Puerto Caberas, which will use stumps 
from the pine forest area in the northern Atlantic coast region to make turpen- 
tine, etc, for export, The future of this industrial field can be one of 
relatively steady growth achieved as new agricultural products are developed as 
a result of agricultural diversification programs now under way, ase expanding 
population increases demand for consumer items, and as new or more attractive 
export markets for basic crope develop, Of the two basic crops, coffee appeare 
to have a more limited industria) future than cotton since population growth will 
probably increase local demand for textiles at a higher rate than demand for 
coffee, Although the position of soluble coffee in future world markete is 
uncertain, the present plant can double ite capacity by adding another dryer at 
relatively low cost. 


Other important industries using local non-agricultural raw materiale are 
the cement and other building material industries which should continue to grow 
with the country, 


Another type of industry is that which produces for the local market but 


, uees imported raw materials, The beer, matches, insecticide-mixing and tobacco 


| 
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industries are the chief examples, followed by the light metal industries, 
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pharmaceutical and plastic industries, The major new industry of this type will 


be the Rsso refinery, which is to be started this fall, Thie type of industry 
has some growth potential, but just how it will develop will depend chiefly 
upon the course taken by new industries designed to produce for the entine 
Central American market, 


The imminence of Central American economic integration has focused attention 
upon industrialization in all the Central American countries and it is difficult 
to know just how Nicaragua will fare in attracting important industries because ~ 
rumor can ecarcely be distinguished from fact until actual construction begins, 
Nicaraguans were encouraged by the good showing made by their industries at the 
recent industrial fair in Guatemala, New industries designed to produce for the 
Central American market which are being considered for establishment in Nicaragua 
include; an asbestos-cement pipe plant, a large powdered milk plant (Nestle), 
#U.8, automobile assembly plant, bottled gas, flashlight battery, glass bottle 
and insecticide plants, 


Certain Nicaraguan resources favor industrial development, as follows: 
population growth, excellent port facilities, good highways, adequate and quick- 
learning labor supply, incentive legislation, INFONAC loans to industry just 
fortified by a US$2 million IDB (and U.S, private banks) loan for thie purpose, 


Unfavorable factors are: lack of overall planning and promotion, including 
ready aites and facilities (INFONAC ie correcting this with ICA asaistance), 
fairly high cost of electric power and possible shortage of power Af completion 
of the Tuma River hydroelectric project which is currently on schedule is delayed; 
uncertainty over political futuxe, especially after 1963 (election year); inauf- 
ficient credit facilities to industry; bigh rate of illiteracy; lack of mana~ 
gerial skille and training, 


The key question to be solved is how to see to it that industrialization 
contributes to improving the standard of living for the entire population, which 
is increasing at a rate of 3.6% per year, It ie important to note that industry 
accounts for only about 17% of GNP and only about 5% of the economically active 
population ie employed in industry, and the Labor Code and Social Security (in 
Managua) have given them a higher standard of living already, To increase the 
number of parsons employed in industry would probably improve living standards 
for those persons, but other programs of agrarian reform and land colonization 
must be carried out concurrently, and industrial development must take place 
within the framework of an overall plan for economic and social development 
designed to distribuce income more justly and realitically geared to the capa- 
bilities of the Nicaraguan economy assisted by foreign aid programs and credit 
facilities, 


D. Tranaportation 


The most important fact in the overall transportation aituation je the 
isolation of the Pacific and Atlamtic regions of Nicaragua from each other, 
The Atlentic or Esst Coast region has suffered expecially from thin fact, but — , 
so has the entire economy, The only transportation between the two areas io by 
air, by infrequent ship, and by a trickle of traffic over the Rama Road route 
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| which has some 22 kilometers to be completed to reach the Siquia river, As the 
river between Rama and the point where the road reaches the Siquia have the 
same draft, it appears that the road might logically terminate at the river 
saving the time and expense of the bridge; however, recent investigations have 
shown that excellent agricultural lands exist on the eastern side of the Siquia 
making the bridge a useful economic Link between this area and Managua, It is 
estimated that the road will be graded all the way to the Siquia in about two 
years and that bridges will be completed by the end of 1963, The main bridge 
and the road to Rama itself will not be completed until about 1966, 


Date compiled by Bureau of Public Road engineers show impressive economic 
growth along the completed portion of the Rama Road, and it is expected that the 
completion of the road to the Siquia will increase east-west commerce, Since 
1955 the population along the road from Muhan to Muelle de los Bueyes has 
increased from about 400 to 2,300 persons, the cattle population has increased 
tenfold and land under cultivation has doubled, The area is becoming important 
for cattle, citrus, rubber and ipecac production, as well as many other crops. 


The succdss of the Rama Road in opening up new areas for development and 
increasing production and ite importance as a link between east and west are 
key factors in themselvea, but equally important is the example which the Rama 
Road gives of the effective role that access roads can play in the economy, 
The access road building program is ready to move ahead now that the GON and the 
DL¥ have worked out @ mutually acceptable $7,2 million loan agreement to build 
access roads and repair etorm damage to the Mamaguva™Leon road, Access roads 
are a top priority project because of the direct impact they have on the economy 
in short~term stimulus to employment during construction and in terme of long- 
range economic advantages such as increased agricultural production and diver- 
sification, and lower costs between farm and local or export markets, Especially 
important are the implications of a direct link between the coffee~growing 
Matagalpa-Jinotega area and the Leon-Chinandega industrial and population center, 
which hae easy access to the excellent port facilities of Corinto, Internal 
transportation savinge on coffee exports would result as two eides of the triangle 
would be eliminsted from the route which at present mist pass through Managua. 
Savings on imports and local products euch as flour and sugar would also result, 
With its easy access to Corinto, Chimandega would become an important center 
of trade, helping to decentralize the concentration of economic activity now 
found in Managua, The success of the proposed Agrarian Reform Program wil) 
depend upon penetration of new agricultural areas by feeder roads, 


There has been a renewal of interest in saving the radlroad and in expanding 

it. The railrosd has been a losing proposition for some time and has become a 
subject of ridicule, It has kept running only because Eeso uses it to transport 
fuel Co Managua and it appearea that its economic usefulness, aa it mw stends, 
will terminate with the installation of the Beeo pipeline to the new refinery, 
Before a loan ie obtained to improve the railroad, the entire eyetem and routing 
should be revised to conform to the economic development needs of the country and 
should be integrated with the feeder road program, The question must be 

| thoroughly studied for economic feasibility, and it may be found that a railroad 

| would provide a more economical link than a new road for the long haul between 
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Air transportation is also a key to economic development as a link between 
Managua and the remote areas as well as for making Managua an important port 
of entry, Extension of the Managua airport runway to handle jets still depends 
upon GON loan negotiations, which began in 1959 when PAWA (Pan American World 
Airways) was willing to finance the project, PAWA's offer wae ignored, and 
applications were made to the EXIM Bank and the DL¥F, where delay has occured 
because of GON's inability to meet DLF requirements, This delay might have been 
avoided with effective overall economic planning and leadership, since aggressive 
action might have been taken on the PAWA offer and Managua might well have had a 
jet airport today for it has the best location for jets in Central America, It 
is still not too late to carry out this project, but it is not a development 
project of highest priority and for that reason private foreign financing such 
as PAWA has offered appears to us more suitable than financing by international 
development banks, 


One long-range problem which does not appear to be getting attention from 
the government is the real threat that the port of Corinto may be isolated from 
the mainland by the sea eroding away the peninsula which connects Corinto with 
the mainland, It is possible that an alternate route via San Antonio is feasible, 
but the question should be studied and included in a long range economic develop- 
ment program because the port of Corinto is one of Nicaragua's chief economic 
assets, 





Many of the factors discussed in the foregoing pages are intimately 
related to and affect foreign exchange earnings and reserves, and these relation- 
ships have been touched upon briefly, There are certain factors peculiar to the 
foreign exchange aituation which are worthy of further clarification: 


Mining of gold, eilver and most recently copper is quite important to the 
economy in terms of investment and employment, ae are the sugar and lumber 
industries, Gold exports have ranked third behind coffee and cotton, accounting 
for about LOL of the value of exports, Lumber exports have been about 5% and 
sugar has advanced to 4%, These commodities are exploited by concessionaires, 
however, and the value of exports is much higher than the foreign exchange 
actually made available, A review of the National Bank data on 1960 foreign 
exchange receiptsa and payments shows that, while the total value of exports from 
these concensions amounted to some $14,9 million, the net contribution to the 
total of foreign exchange reserves was only $6.2 million, Some $3.5 million 
wae credited to vieible imports such ae comminaary items and equipment, but 
another $5,2 million was credited to invisible importa as "dieponibilidad neta", 
{.c, exchange at the disposal of the conceasionaires, The foreign exchange data 
now provided by the new Central Bank in 196] demonstrates thie concept clearly 
by listing only that amount of exchange actually accruing to the Bank from the 
exports of metals, sugar and lumber, 
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Mining The total value of mining exports was US$8,7 million but only — 1 
$ 


$$2,5 million of this amount was negotiated, 


Sugar The Nicaragua Sugar Estates concession dominates the sugar industry 
and accounts for U8$3,1 million of the 1960 total of the U8$3,34 million in 
earnings from sugar exports, Of this total only US$2,1 million contributed to 
reserves, 


Lumber The value of lumber exported by the concessionaires was US$3,1 
million but only US$1,6 million was negotiated, Total exports arising from 
lumber were US$3.5 million, the balance of US$.4 million being shipped by non- 
concessionaires, Future earnings from lumber exports may well drop, since NIPCO 
(Nicaraguan Long Leaf Pine Company), which accounts for about 70% of lumber 
exports, will be exporting less pine and it is not known whether the exports of 
naval stores can take up the shack, 


Another factor in discussing the importance of major exports for foreign 
exchange is the extent to which production of these exports requires the impor~ 
tation of large amounts of materiale or equipment, The best example is cotton 
production which requires considerable imports, In 1959, when cotton and cotton 
seed exports totaled US$33 million, insecticide imports alone amounted to 34.1 
million and $1,1 million worth of tractors were imported, Importe required in 
the production of coffee, meat, lumber and sugar are much less, Imports of 
textile bage Were valued at U8$,7 million, As we have seen previously, meat and 
dairy exports have an excellent future, Ae sources of foreign exchange receipts 
they have the advantage of not involving concessions and not requiring heavy 
imports for production, Hoth meat and dairy industries together with by-products 
such ae tallow and hides, which reduced imports of these items, make an important 
contribution to the industrial sector, with total production of the Matadero 
Modelo having a value of over US$4 million and that of the dairy industry U$$2,5 
million, With thie background in mind one sees that the meat and dairy factor 
of the economy has advantages which make it practically equal in potential with 
cotton and coffee, and that while mining {fs still an important source of employ- 
ment ite contribution to development of the overall economy through foreign 
exchange earnings is limited. When one adjusts 1960 export figures in terms of 
net benefits to the foreign exchange level one finds that exports rank as 
follows: coffee, cotton, meat and cattle, sesame, metals, sugar and lumber, 
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1) Labor ~ The role of labor is becoming increasingly important in 
the aconomy, as the Government has lately begun to encourage free action by labor 
unions in order to assure continued support from the working class for future 
political showdowns such as the 1963 elections, A recent example is the tolerant 
attitude toward and encouragement of the current printers’ strike, In this case 
the conservative La Pransa has taken the other side, thus appearing to contradict 
the previous pattern im which La Prengs had posed as the champion of the workers 
(although La Prensa still claims to have the workers’ interest at heart while 


opposing demagogic labor leaders), 


Thie new trend may have the following repercussions in the economy: wages 
will very likely increase as the government permits freadom of action for labor 


untona, As labor costs rise employers will naturally try to pase the burden on 


to the consumers by raising prices. This tactic may meet resistance from the 
government again for political purposes, witness the example of the gevernment 
support for lowering consumer prices by limiting profits of pharmaceutical dealers, 
In order to compete, employers will have to take smaller profits, reduce the work 
force or develop greater efficiency, Some businesses, especially those distribu~ 
ting imported goods, have already contracted their operatione considerably in 

view of reduced consumer purchasing power and continued high duties, 


Looking at the problem from another standpoint it may be that the development 
of strong labor unions will assure that more of the national income comes into 
the hands of the workers, At present benefite to the workers are coming directly 
from the Goverment through social security benefits and application of the Labor 
Code, Many of the social and economic development projects undertaken by the 
Government in recent yeare have benefited the population as a whole indirectly: 
e,g., roads, schoole, social security, health, electric power, the Labor Code, etc, 


From another political standpoint, that of a class struggle between the rich 
and the poor, emphasized by the danger of Castroiem and youthful disillusionment 
with both the Somozae and the conservative opposition, wealthy eppesitioniete 
would do well te discontinme their encouragement of the vielent overthrow of the 
Somozas, thus helping to maintain public order against the possibility of a 
repetition of the Cuban experience, in which all private preperty would be 
endangered, Hany sources feel that the Somozae must not remain in power, but at 
the same time they admit that the Conservatives and the reet of the opposition 
have little to offer the wowker since all the popular themes have been appropriated 
by the Somosae: e.g. peace, social security, higher wages, agricultural and 
industrial development, public works, education and even land reform, 


A dangerous factor in the socio-political field is the increasing influence 
of Commnist elements in the labor movement, Although the Somosas are confident 
of their ability to control them the Communiste' influence among the workers is «4 
réal threat which will not be removed until genuine strong democratic trade 


|\unious are developed te combat them, 
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"Operacion Traslado", the transfer of the Miskito Indians from the 
northern to the southern side of the Rio Coco, is the most obvious example of 
the effect of the World Court decision on the economy, It ia generally believed 
that President Somoza decided to undertake the transfer operation in an inspired 
moment of sincere patriotiem or humanitarianiem, Had the President decided not 
to undertake the project for economic reasons the opposition would have seized 
upon “abandonment of the Miskitos” as a political fasue to embarrass the government. 
Unfortunately the GON must make this unforeseen and extraordinary expenditure for 
the transfer, maintenance and resettlement of some 5,000 Indians at a time when 
Government revenues are low and resources strained, The Rio Coco operation is 
listed as a chief cause, along with repair of flood-damaged highways, of an 
expected budget deficit of some US$2 milliom, Most of the persons involved are 
unfortunately illiterate and unekilled and have lived a primitive subsistence 
existence, ignorant of most of the rudiments of civilization, It is likely that 
as the Miskitoe lose enthusiasm for the civilized life the CON is trying to 
provide, the project will be permitted to phase out gradually to avoid the con 
tinued drain on the economy, Only about 800 persons have been transferred so far, 
but it is estimated that the entire cost of resettling the 5,000 total might amount 
to more than 94 million. 


The cost of this transfer operation is fortunately the only immediate economic 
disadvantage deriving from the World Court decision in favor of Honduras, There 
was also & loss of cewtain timber lands north of the Coco, but present plans call 
for Nicaraguan workers to cut the timber and for it to be shipped to Puerto Caberas 
for export, (See Foreign Exchange section,) The Government has encouraged the 
eetablishment of the naval stores factory at Puerto Caberas by classifying it as 
a basic new industry, The plant, when completed, will help to improve the 
employment situation on the East Coast, 


3) 





A atudy of recent budget documents with the former assistant to the 
Budget Director has helped to confirm the reporting officer's opinion that about 
11% of the national budget i@ spent on national defense, Many sources, particun 
larly those in the opposition, eay that the Guardia Nacional actually takes as 
much as 25% of the budget. General Anastasio Somoza estimated purely military 
expenditures at about 3-5% of the budget in a recent briefing for the National War 
College, 


According to the 1960/61 budget the Miniatry of War gets 19% of the budget, 
but omly part of this gees to the military per ae, the reset going to commnica~ 
tions, civil aviation, end the weather bureau, It ie true militarily that the 
Guardia hae men in communications who could aleo fight, but this ie not a bud- 
getary consideration, It fe better for the national economy to have Guardia men 
performing veeful services than just eitting around waiting for military action, 
The currently~discussed idea ef a Guardia engineer company recognizes this fact, . 
he share of the 1960/61 budget avalgned to the Guardia is C$24,6 million which | 
te 1OL of the budget, However, C§25,6 million are allowed for the “national defense" 
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function to which the share allowed for military education must be added, making | 
a total of 26.6 million cordobas or about 11% of the budget, 


On the other hand, it has been said that the urban police are also in fact 
part of the Guardia Nacional and that their budget should be counted also, This 
is organizationally true, but ordimary police services should not properly fall 
within the category of military expenditures, It is possible to take the total 
of services performed by persons or organizations controlled by the Guardia and 
their budget and say that it ia too high a percentage of the total budget ~ if 
one follows a sociopolitical criterion which eaye that the Guardia has too large 
a share in the nation's activities, A more realistic approach, economically 
speaking, is to analyze the budget to show what expenditures can actually be 
defined as Guardia/military expenses - excluding those services which if mot per- 
formed by the Guardia would have to be performed by other ministries with govern- 
ment funds, and it is from this analyeis that one obtains a figure of about 11% 
of the total budget for military expendituree, General Somosa arrived at the 
3-5% figure by starting with the 10% share assigned to the Guardia and then saying 
that since 2,500 Guardia were exercising civil police functions in rural areas 
the “purely military" share was only about 31-52, 


V. Problema in Economic Development 


Perhapa the most important problem facing the Government is the lack of 
long-range overall planning and coer@dsetion of economic development, President 
Kennedy's Alliance for Progress address specifically mentions that each mel 
Americam country should “formulate long-range plane for its own development” 
and that such plans would be a basis for the allocation of oute{de resources, Such 
long-range plans were formulated by the IBRD mission in 1952, and many of the 
mission's recommendations were followed with positive results for the economy, At 
present, no such long-range overall plan for future development exists although 
there is hope that the ICA~sponsored consultants now visiting Nicaragua will 
stimulate such a plan for the industrial sector, 


The National Economic Council was established at the time of the visit of the 
IBRD mission in 1951, Its purpose is to coordinate programs and establish 
priorities and to advise the President on economic policy, but the Council has 
not met regularly, The various ministries make their own plans and President 
Somoza helps to coordinate their efforta,, The director of the National Develop- 
ment Inetitute (Instituto de Fomento Nacional, or INFOWAC) is at present the 
person who is in practice directing mich of the development of the ceurmtry on 
the working level, as the INFONAC {se the force behind practically all development 
activities except electric power and highways, 


Another major problem related to lack of planning for develepment is the 
difficulty the Goverment has in following up loan applications promptly and 
effectively with the data required by the {mternational lending agencies euch 
ae the DL¥, The loan application for airport improvement ie an example, There 

|@eems to be no overall priority arrangement of the various projects for which 
‘loans are being sought by the Government, 
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Analysis reveals that several national programs are being carried out, 
These programs have been stressed by President Somoza in his New Year's and 
Congressional messages and taken together they may be said to form the national 
economic program! 


1) Agricultural loans for coffee and cotton and other crops are being 
continued by the National Bank, A new program of long-term Loans for improving 
coffee plantations has been initiated by the Bank, 


2) Agricultural diveraification - Meat and cattle expaneion is the main 
feature of this program which is being carried out successfully through INPONAC 
with support from President Somosa, The program also includes irrigation and 
stimulation of banana, cacao, pineapple and tomato production, Loans to cattle 
growers are now being granted by the National Bank, 


3) Industrialization - INFONAC is the major force behind this program, 
USOM provides support, INFONAC which just received IDB loan of $2 million is 
trying to encourage private foreign and local investment through loans and tech- 
nical assistance, The Ministry of Economy grants privileges to new industries, 


4) Power development - The National Light and Power Co, (BNALUF) is carrying 
out thie program through the Tuma River Hydroelectric Project with IBRD and DL¥ 
loans, The Tuma project is currently proceeding on schedule and is due for com 


plet ion in 1965. 


5) Access Roads - The Ministry of Public Works through ite Highway Department 
is now building access roads to the Tuma project amd expects to receive a $6 
million DLF loan soon to begin a large-scale access road program, 


Other national programs not yet in operation are: 1) the land resettlement 
program based on the Agricultural Reform Law now in Congress which will probably 
begin this year with USOM furnishing technical assistance; 2) railroad repair 
and renovation; 3) airport runway extension for jete which depends upon pending 
outcome of loan application to the DL¥F; and 4) the Rivas irrigation project which 
still awaite IBRD loan approval, 


In addition, loca] programs include: 1) the Matagalpa waterworks project 
juet built by DIF funds; 2) the paving program being carried out by the National 
District which aleo proposes to build a waterfront and a new sewage system with 
a purifying plant for Managua; 3) che Corinto port improvement which program 
continues as echeduled; and 4) Operacion Traslado - the transfer of Miskito 
Indians to the southern side of the Coco River discussed above, 


The best solution to the problem of economic planning seems to be to make 
the Economic Studies Section of either the INFOMAC or the Central Bank responsible 
for formulating the overall long-range plans for economic development, ueing the 
National EKoonomic Council meetings as a regular opportunity to coordinate and 
to review programs on a specific pre-established agenda, In order to have INFONAC 
capable of doing thie vital planting, the present Economic btudies Section would | 


have to be expanded, A large staff of economists already exiets in the Central 
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| Bank, which has the advantage of being authoritative in the financial field and | 
able to command the attention of the President and the cooperation of all 
ministries, The planning staff should have the authority to obtain and corre” 

late data from private and government sources on all phases of economic development, 


Assuming that Nicaraguan planners can do economic planning work competently 
and objectively - and this is admittedly a calculated risk - their plans could 
muster the support of national pride and have the added advantages of providing 
continuity and being based on access to data not always available to visiting 
consultante, who, although they may provide more objective analysis, are often 
handicapped because their analysis is based on second-hand data and limited infor 
mation, Perhaps the best short-term study by consultants would be one which 
would be able to make recommendations for setting up an efficient economic policy 
planning staff, In connection wih thie planning problem it te noted that President 
Kennedy stated that IA~BCOSOC working with ECLA and IDB can assemble leading 
economiste and experts of the hemisphere to help each country devise its own 
development plan, This statement has been pointed out to GON officials who agree 
that a long range plan is needed but would prefer to work up the plan themselves, 


In addition to government planning deficiencies, there are weaknesses, as 
well as several positive factors, in the various government agencies handling 
economic activities which may be summarized as followe: 


The National Inatitute for Foreign and Domestic Commerce (Inetituto Nacional 
de Comercio Exterior e Interior or INCBI), the successor of the Compatifa Mercant{1 
de Ultramar, has thus far made a poor showing in ite operations as a government 
trade office, and the Ministry of Economy has compounded the INCEI's ineptitude 
through indecisiveness, The best example is the cottonseed fiasco, wheraby the 
IWCEI bought up the seed and forbade exports in order to protect the supply avail- 
able to the local edible ofl industry only to find that the local industry no 
longer wants the seed and INCE] is being forced to export at a loss, 


Weaknesses also exint in the Ministry of Economy, which is more accurately 
described as a ministry of commerce, The minister is enthusiastic, with good 
legal background and anxious to stimulate investment in Nicaragua and obtain 
loane for all types of projects in Nicaragua, There are a few qualified persons 
in the Ministry and the Statistical Section does good work, but the Natural 
Resources Bection is wesk and the Ministry has not been able te de effective 
economic plamning through the National Econemic Council, ome of ite dependencies, 


The IMFOMAC has the advantage of a conscientious, hard-working, methodical 
manager but it does not have the staff necessary to devote ite full energies to 
economic development, and its limited suppert from the Goverment requires that 
it make a profit on ite credit operations - a need which diverts considerable 
effort to loan investigations and supervision, It must be admitted, however, that 
the INFONAC hae done a good job and is the government agency which is achieving 
the most toward the economic development of the country, and it has eamed ite 
position as the focal point for USQM assistance im the cattle and dairy and 
Andustrial fields, Although the IMFOMAC is doing a good job, it may well run 
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tat serious difficulties if it continues to absorb functions which should be 7 
carried out by the ministries, particularly agriculture, At present officials 
of the Ministry of Agriculture concede that leadership is sadly lacking in the 
Ministry preventing it from making a positive contribution to development, 


The Highway Department of the Minietry of Public Works and the National 
Light and Power Company are doing good work im their respective fields, but the 
Ministry of Agriculture and the Ministry of Finance could contribuge more if 
revitalized, 


1) Government Revenues ~ If the Government is to continue to stimulate 
and pay for its economic and social develepment projects it must improve the 
sources of Government revenue, Direct taxes on income and capital account for 
only 10-15% of total ordinary Government income, whereas income from import duties 
and consular fees accounte for 50°60% and from consumer taxes 18%, 


Revenue increases will have to stem from direct taxes and/or consumer 
taxea, since revenue from import duties can hardly be increased further in view 
of customs duty equalization, Central American integration and necessary duty” 
free antry privileges for machinery and materials for new industries, plus the 
current situation of depressed business conditions, New consumer taxes on cigarettes, 
liquor, beer, automobile vehicle registrations, and lottery and other prize-winnings 
have already been improved, Any important overall improvement, however, will have 
to come from more effective collection of income and capital taxes which presently 
account for such a small amount, 


Fiscal reform is needed to eliminate inefficient taxes and to shift away 
from regressive taxation, Unfortunately, the Ministry of Finance has eliminaged 


the budget planning effice which had been doing an excellent and vital job, 
END CONFIDENTIAL ~ BEGIN OFFICIAL USE ONLY, 


B. Eeivate Contribution to Economic Development 


In general, Nicaragua hae left the development field to the Government, 
especially the INFONAC, However, the field of industrial development has seen a 
mumber of ventures built or stimulated by private capital, the most outetanding 
of which ie the soluble coffee plant, in which both Nicaraguan and United States 
capital are invested, Another exemple will be the proposed wheat and corn flour 
mill to be established by a Nicaraguan interest in cooperation with General Mills, 
Other industrial projects, facluding the Eeso Refinery and the Robineon Lumber 
Co,'s naval stores factory will stimulate the growth of the economy, The Govern- 
ment hae taken the initiative in encouraging private induetrial growth through 
the Law for Foreign Investment and the Law fer the Promotion of Industrial 
Development, and through Che imcreased encouragement thet IMFOMAC is giving to 
Nicaraguan and foreign investors, and to such local induetries as meat production, 
for export (eee "Agricultural Diversification” above, ) 


Perhape the most important private contribution to economic development 
will result from the awakening ef the coffee growers to the need for improvement 
of per~tree yield (see also "Coffee" above), This improvement is being 
encouraged by the National Bank, which to offering loans for planting of new 
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high-yield trees, This program has not been enthusiastically accepted.so far, 
Lack of credit seems to be a major problem in improving coffee production but 
many farmers are either unable or unwilling to get loans from the National Bank, 


The contribution of local industry and commerce to economic development 
depends partly on the steps they take in relation to labor and to the Central 
American common market. The pressure for higher wages cannot be denied (see 
"Labor" above), and stiff competition from other countries under the cosmon 
market arrangement ie imminent, If theese pressures provoke efficiency and limita- 
tion of profits by management rather than the traditional passing on of increased 
costes to the consumer, then the individual Nicaraguan citizen may well benefit 
by paying lower prices and the worker by having a greater share of national income, 
Protectionists in the beer and edible oil industries are opposing the Central 
American Common Market vool farounly as they sea their own iaterests threatened, 


Some flight of Nicaraguan capitel occurs and there ie a wait-and-see attitude 
about private investment because of the uncertain political future, 


The contribution of industry and commerce to economic development can also 
be restricted by over-regulation on the part of the government through excessive 
or discouragingly vague regulations (as in the recent Basic Law on Fisheries and 
the Commercial Licenses Lav), 


The traditional dependence upon the Government for the initiative in economic 
activity has permitted little or no local minicipal spirit of community invest~ 
ment or cooperation to develop, Private participation in economic and social 
development would be stimulated by an increase in provincial and municipal 
independence from the Central Government in which a spirit of community pride 
and enterprise could develop, A spirit of social responsibility, developed 
through community activity, would help to serve as a foundation for social justice 
ae Well as private investment and the return of capital previously invested abroad, 
Another barrier against private participation in economic and social development 
is the traditional situation and attitude of the poorer classes who look to the 
Government to provide what ie needed, thus preventing the development of social 
pride or responsibility, The small-scale self~help housing program aponaored by 
the USOM helped to break this barrier and has given some of the people a sense of 
pride and yegponeibility and even mere important hae created an atmosphere in 
which community cooperation has developed, Thies fact 1s more important for the 
long-run social, economic, and political welfare of the country than the fact 
that the actual homes cost about one~third less than if built by contractors, 

The INVI (Nati@bal Housing Institute) has been sufficiontly impressed by the 
program to consider switching ite building programs to the self-help system, This 
is the type of program that should be continued by the USOM through the Alliance 
for Progress, 


VI Waited States Policy 


| When one takes into consideration the key factors and problems discussed | 
| above it is obvious that no accurate prediction can be made as to what will : 
: happen in the Nicaraguan economy in the next two, five or ten years, There are, 
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| however, a mumber. of possible actions which the United States might take to nap | 


Nicaraguan economic development to take a direction which will reault in 

improved living standards, so necessary as a bulwark against the appeals of 
Communiem and Castroism, These actions are necessarily subject to political 
feasibility, but they are in line with clear US policy to seek a broad, popular 
basis for economic growth and political etability through the programe envisioned 
in the Act of Bogota and the Alliance for Progress, 


A, Boenomic Integration 


Clear and continued support is needed for the idea and the reality of 
Central American economic integration, which is feared by some local businessmen 
who are afrdad of competition from other signatories, especially El Salvador, 
Local leaders opposing the common market are protecting their own interests, but 
their negative attitude can influence other groups especially when feelings are 
directly against "highly industrialized” E) Salvador, and even against the United 
States for allegedly “forcing” Nicaragua to participate in Central American 
economic integration by threatening to reduce loans otherwise available, It is 
important to clarify the purpese and the reasons for U8 support of integration, 
especially our conviction that thie ie an integral part of the social development 
program of Bogota and the Alliance for Progress because larger markets and greater 
competitive opportunities will distribute wealth more evenly by forcing profit 
limitations and lower prices as well as creating more wealth through greater 


economic growth, 


US policy toward Central American economic integration should include 
encouragement to invest in those industries which are viable in Nicaragua, ICA 
technical assistance should continue to be provided in the industrial field, 


B. Economic Planning 


The US should actively encourage the Nicaraguan Government to establish 
a sensible and long-range development plan in keeping with the suggestion contained 
in President 'Mennedy's Alliance for Progress message, Such a plan might involve a 
study by an outside mission, 


C., Tha Military and the Ecomomy 


This iseve has been discuesed earlier, but future US policy in thie regard 
has a double importance: political and economic, Every effort should be made to 
convince the Nicaraguan military and civilian leaders that: (1) the military 
forcea should make a positive contribution to situations of economic emergency such 
as the October floods by supplying organized manpower and leadership; (2) military 
expenditures should be limited to those necessary to maintain peace and order and 
the military should be usead in non-emergency projects such ae road or house 
building if and only if they are not taking jobe away from civilians, 
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The policy set forth in the Alliance for Progress addrass constitutes 
the framework for United States assistance to Nicaragua in the present decade, 
The USOM is submitting the first detailed projects under this program, Assistance 
in making the GON's land resettlement program effective should have a top prior~ 
ity because of the solid economic as well as social benefits it could bring to 
Nicaragua's fast-growing population. In addition to these benefits, prompt - 
action in this field would have a favorable political impact on long-term United 
States interests in Nicaragua, BND OFFICIAL VSE ONLY, 


For the Ambassador: 


ob on Rey 
Kenedon Steins 
Second Secretary 
of Embassy 
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